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INTRODUCTICN 

In  recent  years  econoinists  and  inturnational 
monetary  authorities  have  bscome  increasingly  concerned  ouer 
the  problenis  associated  with  the  present  international 
monstary  Kystem.   Most  serious  students  of  the  system  agree 
that  it  has  inherent  ujeaknessc?s  which  should  be  eliminated, 
end  they  have  extensively  debated  the  question  of  hoiu  such 
a  result  coL-lri  best  be  achieved,   Whi  3  c  complete  acircGfiiDnt 
has  not  buijn  rtjachsd,  many  theoreticians  and  policy  makers 
favur  the  creation  of  a  new  typo  of  international  reserve 
asset.   In  fsct,  the  Board  cf  Governors  of  the  Iriternatlonsl 
Monetary  Fund  (I.M.F.)  are  norj  in  the  process  of  voting  on 
a  proposed  Bmendment  to  the  I.n.F.'s  Articles  of  Agreemnnt 
inhicii  provides  for  the  creation  of  a  new  fD:.-m  of  inter-    .  '■ 
notional  reserve  asset  to  be  distiihuted  among  its  fnember 
countries  on  a  ncncontributory  basis. 

If  any  neij  international  reserve  assets  are 
purposely  erected  through  the  International  fflnnotary  Fund 
or  by  other  means,  ownership  of  these  assets  must  be  obtained 


DiirikL?- Hi'ilLfJ? ^  of  a  Facility  B asjerl__q n  So e c i aj._ praiuing 

Ri_rihts_  in^the I n t e i'_n a"t:. o n a1  iV, on E"tar y  F un d_^  a n d"Ti p 51  f  i cat ,1  o n s 

i n"^ th e  ~}ru lejT  a.nd^  Pract'i ce s  of_  th j2_T u n d ,  'A  Report  by  t he 
Executive'  DirE.rctors  to  the"  Board  ot^  "c'cvernors  Proposing 
Amendrnsnt  of  the  Articles  of  Agreement  (Washington: 
International  i/lonetary  Fund,  April,  1968). 


by  individual  countries  before  they  can  Function  as  inter- 
national reserves.   This  niq-dns  that  e.  douision  as  to  hew 
these  reserye  assets  will  be  allocated  aMong  indiuidLiril 
countries  will  be  required.   On  the  one  hand,  it  is  argued 
that  such  assets  should  be  directly  allnrated  only  to  the 
developed  countries.   On  the  other  hand,  it  is  argued  that 
all  countries  should  be  direct  recipients  of  these  assets. 
The  allocatiori  dncision  could  be  made  on  the  basis 
of  political  and/or  equity  considerations.   However,  most 
plsris  to  riiodify  the  international  monetary  system  have  been 
proposed  as  a  riieans  to  achieve  a  more  efficient  system. 
Taking  the  achievement  of  a  more  efficient  intornntionnl 
monetary  system  as  a  desirable  goal,  this  paper  attempts  to 
indicate  i"hetht;r  this  goal  will  he  brougfit  closer  or  removed 
further  from  attainment  tiy  the  dircjct  allocation  of  neujly 
created  reserve  assets  to  the  underdeveloped  countries. 


CHAPTER    I 


THE    EVOLUTIOiNl    OF'    THE    PRESL"."nJT    INTERaATI  O^AL    nX'NETARY 

SYSTEM  FROM  THE  PRE  WORLD  WAR  I  I WTERNATI CMAL 

GOLD  STANDARD  SYSTEM 


The  prGBent  international  monstery  system  is  the 
product  of  an  Guoluticnary  process  which  has  been  influoncGd 
by  innurnerable  political,  social,  end  cconcnic  forces.   The 
featuTRS  of  the  present  systeni  are  the  result  of  ad  hoc 
adaptations  and  indspsndont  policy  decisions  of  ituJividual 
countries  as  v.'rII  as  numerous  arrangements,  agroGnients ,  and 
cornprnriiises  among  countri'js.   The  composite;  result  of  thcs? 
many  influences  is  a  system  ujhich  is  neither  simple  nor  very 
logical. 

This  chapter  tjxaminas  some  of  the  rnajor  e-yents  and 
forces  of  this  evolutioriary  process.   Its  purpose  is  to 
point  out;  (l)  the  basic  vulnerability  of  the  present  inter- 
national monetary  system  to  speculative  expectations  of 
changes  in  exchange  rates  or  the  price;  of  gold;  (2)  hoiv  this 
source  of  instability  became  embedded  in  the  present  system; 
and  (3)  some  of  the  measures  taken  in  the;  post  World  War  II 
period  to  mitigate  the  effects  of  this  instability.   It  is 
hoped  that  this  emphasis  wilj  clarify  the  need  for  future 
efforts  to  reform  the  international  monetary  system  to  be 
directed  at  minimizing  this  vulnerability  as  well  as 
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providing  udditional  intornaticnal  reserves  at  sn  adequate 
rate, 

lilS— Ei-^ Ji^££i°...  '^'-^ ^'P,l,  I  ri  t g r.'^g.r: j:.-? ^^^    f'l o n e 1 8 r  y 

Syste.'n  "and    ths   EvDlutipnar y  'Prucgss   in 

i hp  Interijar  Period 

Even  thouoh  the  forcss  involved  in  the  evDlutionary 

process  have  been  many,  follou-ing  World  War  I  the  doniin^jnt 

force  u;as  ti"ie  widespread  desire  among  economists  and  govern" 

ments  for  a  "return  to  normalcy."   It  was  generally 

considered  that  this  rtiturn  to  "normal"  u;ould  ir-clude  a 

return  to  the  international  gold  standarci  as  it  existed 

before  the  war.   The  efforts  vihich  were  undertaken  as  a 

result  of  this  desire  to  restore  the  international  gold 

stand-did  are  primarily  responsible  for  the  estc=blishrr.e:nt  of 

the  basic  f rame'.Mork  of  the  present  internstionGl  ponetai  y 

system. 

Ill§_-P ^j^-^'^|'-^,.j;nJr,^'A''l.?^!-lQ.Og--)-  ^P'^Q^f  ry..  ,-?-y".^,r''^  •':' ^-F Q n s t _ri i c t e d  a s 
a_jTjocl^ 

An  international  currency  syste.i)  based  en  an  inter- 
national gnld  statidard  had  been  established  among  the  leading 
countries  of  the  uiorld,  as  well  as  many  ottiers,  some  30  to  35 
years  preceding  tlie  outbreak  of  World  War  I.   Wtiile  this 
system  experienced  only  a  short  life  span^  its  appeal  to 
some  economists  and  monetary  authorities  as  a  solution  to 
interriat ional  payments  problems  has  yet  to  die.   Diuch  of  this 
appeal  is  undoubtedly  due  to  (l)  the  fact  that  the  pre  World 
War  I  irittrna  tional  monetary  system  did  perforn.  I'lell  and 
(2)  the  logical  consistency  of  the  models  constructed  to 


describe  hoij  international  adjustment  took  place  ujithin  the 


framework  of  the  international  gold  standard. 

Arthur  I.  BlooTifield  dsocribes  the  perf orrrance  of 
the  pret'.iar  intDmational  monetary  system  as  follows: 


During  this,  poriod,  extending  f 
to  1914,  the  exchange  rates  of 
standard  countries  rrioved  within 
approximating  thsir  rf^spective 
without  the  support  of  exchange 
import  quotas  or  related  contro 
v/irtually  unknown  even  for  curr 
or  silver  standard.   Dnly  a  tri 
countries  were  forced  off  the  g 
once  adopted,  and  devaluations 
were  highly  exceptional.   Yet  a 
achievad  in  spite  of  a  volume  o 
reservoo  that,  for  niany  of  the 
least,  was  amazingly  sinall  and 
a  minimum  of  international  ccop 
international  agreements  or  com 
monetary  matters.   This  remarka 
essentially  the  product  of  an  u 
favorable  combination  of  histor 
appears  all  the  mora  striking  w 
with  the  turbulence  of  post-191 
experience  and  remains,  even  to 
some  measure  of  fascination  and 
puzzlement  to  students  of  monet 
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To  explain  just  how  the  prewar  intGrnational  gold 
standard  adjustment  mechanism  worked  has  betio  the  subjoct 
of  many  efforts.   Whether  or  net  the  international  gold 
standard  ever  actu'dlly  existed  in  its  "textbook"  foriTi  has 
been  debated  at  some  length  as  has  the  automaticity  with 

which  it  vjas  supposed  to  bring  about  balancing  adjustments 

2 

betiuosn  countries  engaged  in  international  transactions. 

Robert  Triffin  has  presented  one  of  the  clearest  explanations 

of  how  such  an  international  gold  standard  mechanism  is 

supposed  to  have  worked: 

.  .  ,  the  domestic  volume  of  money  escaped  the 
control  of  national  authorities  and  was  daterndned 
automauically  by  international  market  forces. 
Monetary  circulation  was  made  up  of  gold  and 
subsidiary  coin;  it  expanded  or  contracted,  not  as 
a  result  of  conscious  monetary  policy,  but  in 
accordance  with  the  net  mov/ements  of  the  inter- 
national balance  of  payments.   A  favorable  balance 
of  payments  brought  gold  into  a  country  and 
expanded  tiie  circulating  medium.   An  unfavorable 
balance  produced  the  opposite  effect. 

These  movements  were  regarded  as  self  ~ad  justi  iig 
througti  their  influence  on  national  price  arid  cof-t 
levels  and  on  interest  rates.   International  balance, 
if  disturbed  would  be  restored  because  of  the 
effects  of  the  ensuing  domestic  contraction  or 
expansion  on  relative  cost  and  interest  levels  at 
home  and  abroad  and  the  resulting  shifts  in  trade 
and  capital  movements.   The  automatic  nionetary 


■^See  Einzig,  pp.  1-16;  P.  T.  Ellswoitfi,  The 
Interna ti nna  1  ,Econp'ny  (3d  ed,;  New  York:   (Tlacmillan  Co., 
196T)T"^ppT"  :53y"5UT 'Bro'jjn,  pp.  3-8;  League  of  Nation?, 
Secretariat,  Irytp  r  na^t  i  on  a  1  _  C  u  r  r  c  n  c  y_  g  x  p  e  r  i  e  nc  e  (I  I.  A.  4) 
(1944),  pp.  65-1  f2;  League  of  rlalions,  Re"port  of  the  Gold 
Dele  nation  of  the  Tina  nc  j.  al  Committee  (  1 1 .  pT  .  1  2  )"  (  G"c  n~a  v  a  , 
1  9 32")  ,  pp.  9 - 1"5 ;  R c y  H ar r'o d ,  ffe f  o r minn  the  HJ o rJL d_' s  filoney 
(New  York:   St.  Tiartins  Press,  "iQ'hli),  pp.  161-65;  A.  G,  Ford, 

L^e  Gold  Standard  1  BeO-1 9J  4  : B^riJ:ain  and  Arc^entina  (Oxford  : 

Cl'arendon  Prisi,"  r9"6277"pp'.  ""^^-^''^r  Kenneth  E.  Bouiding,  Jhe 
Eco_nonics  of  Peace  (New  York:   Prentice  Hall,  1946),  p.  157; 
and  'BTo'omTTcTId,  pp.  9-10,  4  7-51. 


contraction  procJuced  by  gold  exports  would  raise 
interest  rates  and  attract  capital  from  abroad. 
It  would  zt    the  same  time  exert  a  downward  pressure 
en  domestic  prices  and  costs,  thus  stimulating 
exports  and  discouraging  imports.   Both  of  these 
mouements--capital  and  trarie""i-.JOuld  tend  to 
correct  the  balance  of  payments  deficit  in  which 
they  originated,   A  surplus  in  the  balance  of 
payments  would  also  be  self-corrective.   Gold 
imports  would  expand  monetary  circulation,  lower 
interest  rates,  increase  prices  and  costs,  and 
stimulate  capital  exports  and  merchandise  imports 
while  discouraging  exports.   These  processes 
would  continue  until  foreign  payments  and  receipts 
were  again  brought  into  balance, '' 

I  he  international  monetary  disorder  f  oUpt'iinq  _Wpr3  d_j,'Jar_  I 

The  outbreak  of  hostilities  in  1914  brought  a 
quick  end  to  tlit;  free  export  and  import  of  gold  in  Europe, 
Subsequently,  the  exigencies  of  war  proved  to  be  fatal  for 
the  international  gold  standard.   The  exchange  and  trade 
controls,  inflation,  independent  policy  action,  fluctuating 
exchange  rates,  and  uncertainty  all  led  to  its  collapse. 
However,  the  standard  w'as  not  completely  abandoned  by  many 
countries  and  the  United  States  in  particular  maintained 
most  of  the  legal  aspects  of  its  gold  standard. 

The  financing  of  the  war  and  of  the  postwar 
reconstruction  resulted  in  sharp  and  inflationary  increases 


"^Robert  T  riff  in.  International  r/^ionetary  Policies, 
Postu'ar  Economic  Studies  No.  7  (Washington:   Boa'rd  of 
Governors  of  the  Federal  Reserve  System,  September,  1947), 
pp.  48-49.   Also  see  Charles  R.  Whittlesey,  InternatJ^ona_l 
l^ionetary  Issues  (Now  York:   [I'lcGraw-Hill  Book  Co.,  Inc., 
1937"),  pp.'  14-22;  fdichael  A.  Hailperin,  I/ltejr^naM_onai. 
!V) o n e t a r )[  _R e c o ns t r u c t i o n ,  National  Economic  Problems  No,  407 
'(Nei'j  'York :  "American  "'Enterprise  Assoc,  1945),  pp.  8-11; 
Einzig,  pp.  10-13;  and  Hawtrey,  j^'''J?_ta.r  v^Rjec^n^stj^ucJ.^^ 
pp.  37-42. 
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in  t^i^  inonay  supplies  of  most  of  tlie  ccunti-ies  inuo.lv^-d. 

This  u'ss  especially  true  of  Germany,  Austria,  Hungary, 

Poland,  Russia.  Italy,  and  Francn.   Ttie  belligerent 

countrios  uisre  unablo  to  maintain  conv/nrtibility ,  and  the 

freely  fluctuatincj  exchange  rates  which  existed  in  the 

followirig  yoars 

.  .  ,  failed  signaaly  .  ,  ,  to  restore  a  com- 
petitiwo  price  and  cost  pattern  among  the  major 
trading  nations,  to  induce  the  adootion  of 
monetary  policies  ccinpatibls  with  even  a 
moderate  degree  of  stability  in  prices  and 
exchange  rates,  and  to  bring  about  any  sort  of 
tenable  eouillbrium  in  the  world's  balance  of 
payments. ^ 

In  the  ec'.rly  postnar  years  it  was  widely  believed  that  the 
extensive  depreciation  of  European  currencies  was  a 
temporary  phenomenon  and  ultim-:itely  these  currencies  would 
move  upward  to  their  preuiar  paritit-c.   Ac  a  result  of  such 
anticipations,  any  fall  in  the  exchange  Vcilue  of  such- 
currencies  was  seen  as  providirig  a  more  profitable 
opportunity  to  invest  in  the  money  assets  of  the  European 
countries.   This  led  to  equilibrating  flows  of  capital. 
However,  as  the  abnormally  large  import  needs  of  the  war- 
torn  countries  ccnlinuod  and  the  depreciation  of  their 
currencies  continued,  foreign  investors  and  speculators 
became  more  and  more  wary  of  the  one-way  movement  in  exchange 

Robert  Triffin,  The  Evolution  of  the  International 
i!L°Il£ta r)^_Sy_st_e(n ;   Historical  Reaopraf sal  ^and  Future  Perspec- 
ti V es"""C" Pr inc eTon"  Dnive r s i~ty  Publications:"  Studies  in 
International  Finance,"  No.  12;  Princeton:   Princeton  Uni- 
versity Press,  1964),  p.  21. 

^Ibid. 


rates.   Eventually  a  reduction  in  their  exchange  rates  lost 
its  capitc-l  attracting  ability  and  evan  carnG  to  result  in 
speculation  that  tfie  rates  wDuld  decline  further.   When 
this  point  was  reached,  additional  decreases  in  their 
exchc^noe  ratss  resulted  in  distquilibrating  capital  move- 
ments ujhich  further  depressed  the  rates  and  set  off  more 
flights  of  capital. 

Everywhere  currency  and  exchange  disorder  is 
hampering  trade  and  retarding  construction.   In 
some  countries  it  is  a  prime  factor  amongst 
those  which  are  causing  a  breakdoiyn  of  the 
economic  and  social  system.  ... 


Postujar_  recqmm endatio n s_ f or  a _re t u_r n__to _ the  international 
£°i d  sta nda_rd        "~ 

It  was  against  a  background  of  theses  conditions 

that  the-  Council  of  the  League  of  relations  in  February.  192U, 

decided  to  convene  a  conference  whose  purpose  was  to 

investigate  the  financial  crisis  and  to  look  for  ".  .  .  the 

means  of  remedying  and  of  mitigating  the  dangerous 

8 
consequences  arising  from  it.*'    Professor  Gustav  Cassel, 

In  his  advisory  memorandum  to  the  conference  members, 

stated: 


League  of  Nations  (II. A. 4)  (19^4),  pp.  113-22. 
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League  of  Nations,  Secretariat,  Currencies  after 
the  I'Jar  (London:   Harrison  i  Sons,  Ltd.,  1920"),  p."  ix'. 

p 
League  of  Nations,  International  Financial 
Conference,  P r o c e e d i n^g s _  of  ^  the  Conference,  I  (Brussels, 
1920),  3.   Cited  hereafter"  as  League  of  Nations,  Proceedings 
of  the  Conference,  192D. 
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.  .  .  it  E3efns  pretty  sure  that  most  countries 
look  fonytird  to  the  restorEtion  of  a  gold  standard 
and  the  rRCumption  of  gold  payments  as  the  real 
rescuG  from  the  hoppless  muddle  of  the  present 
paper-rnonay  system.^ 

That  the  statesmen  at  the  conference  were  in  agreement  with 

Cassel  on  this  subject  is  reflected  in  the  following 

resolution  which  they  adopted: 

It  is  highly  desirable  that  the  countries 
which  liave  lapsed  from  an  effective  gold  standard 
should  return  thereto,''^ 

In  mid  1920  the  postwar  demand  had  almost  spent 

itself  and  the  immediate  postwar  inflation  reached  a  peak. 

By  this  time,  however,  policy  efforts  to  restrict  expan- 

11 


sionary  tendencies  were  well  under  way, 


In  the  late  sutiimer 


of  1920  there  was  a  sharp  decline  in  world  prices,  especially 

1  2 

in  wholesale  prices.     The  only  countries  which  avoided  the 

13 

deflation    were    those    which    experienced    hyperinflation. 


Gustav    Cass  el,    r;icmp  ra  n  du  m   on   t'n  e   l^Jor  Id's  ffoneteirjy^ 
Pr_DbjL_Bm_s,    Prepared    for    the    League    of  ITuTicns  "{xTTl ,    3*)' 
TBi-u'ssbTs,    1920),    p.    34.       Also   see    A.    C,    Pigou,    Memorandum    on 

Cr_edit_2 Currencyy    and    Lxchanqe^riuctuations ,    Prepared    for    the 

Lea"gue    or"Nations    fxill,    4)  "(Bru'ssels  ,"T92D') ,    p.    10    and 
fii .    P  a  n  t  a  1  e  o  n  i  ,    pie  mo  ran  d  urn  _Pr  spared    for    t  h  e^  _  j  n  t  e  rn  a  t  i  p  n  a  1_ 
Finsncial    ConferencT:    ap~Brussels,    Tor    the    League    of    Kiations 

Txin,  eTTBrus-scfs;  1920T,  p.  7. 

League  of  Nations,  Proceedings  of  the  Conference, 
1920,  pp.  19-20. 

The  Federal  Reserve  Bank  cf  New  York,  for  example, 
raised  the  rate  on  90-day  commercial  paper  to  7  percent. 
William  Adams  Brown,  Jr.,  Jhe  International  Gold  Standard 
Reinterpreted,  1914-1934,  I,"" No."  37~''(New  York:  "  Na tTonal 
Bureau  of  Economic  Research,  Inc.,  1940),  244. 

''^John  Parke  YoL<ng,  The_  Internat^  oj;]^;]  jEconomy  (4th 
ed.  ;  New  York:   Ronald  Press'  CoV,  i^'b'Sy,'  p .'  'Hb. 

Milton  Friedman  and  Anna  Jacobson  Schwartz,  A^ 
r^onetary  History  of  the  United  States  1S67-1960  (Princeton: 
Princeton  University  Press,  1963),  p.  23'5. 
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The  postwar  denpsssiun  came  to  an  end  in  lats  1921  or  Karly 

14 
1922. 

In  1922,  following  the  waves  oT  postwar  inflation 

and  deflation,  the  Genoa  ConfcrGfice  uas  convened.   While 

the  scope  of  the  conference  was  quite  broad,  the  urgency 

of  financial  stability  u.:as  made  apparent  by  the  establishment 

of  a  Financial  Co.ii.-i ssion  to  deal  with  this  single  subject. 

The  folloujing  was  among  the  resolutions  adopted  by  the 

Financial  Coriimission : 

It  is  in  the  general  interest  that  European 
Governments  should  declare  now  that  tlie  establish- 
ment of  a  gold  standard  is  their  ultimate  object, 
and  should  agree  on  the  proorarnme  by  v/ay  of  which 
they  intend  to  achieve  it. 


15 


This  expression  of  faith  in  tho  intornational  gold 
standard  is  not  surprising  considering  the  attitudes  of 
the  day.   The  overall  purpose  of  the  Genoa  Conference  luas 
to  reestablish  and  maintain  peace  and  stability  in  tha 
ujorld,  and  the  international  cnlci  standard  v<3s    associated 
witli  the  prewar  economy  and  evoked  visions  of  serene 
economic  progress,  relative  peace,  and  freedom  from  govern- 
ment  reguJation.   Furthermore,  the  theoretical  model  of  the 
international  gold  standard  seemed  to  provide  a  logical 
justification  for  this  association.   Even  though  the  model 
described  s  purs  and  unsriultersted  form  of  the  international 


14 


Ibid. ,    p.    239.       Also    se; 
.     ,     I,    250-54. 


Iroiun,    The    International 


Gold    Standa r d    . 

'^John    Saxon    rilills,    The    Genoa    Conference    (New    York: 
E.    P.    Dutton    &    Co.,    1922),    pp."36'l-62. 
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gold    standard    which    neuer    existed,    it    still    exerted    a 

strong   influenco    on    the    iiitornational    morietary    syotcm    whiich 

evolved    in    the    1920' s.       Tr\r-    value    of    thti    model    was;    not    tu 

be    found 

...  in  its  descriptive  roolism,  but  in  the  fact 
that  it  inspired  so  much  of  the  academic  thinking 
and  legislative  controversies  regarding  national 
and  international  monetary  mechanisms  during  the 
nineteenth  and  even  ttu?  twentieth  century. 'I  ° 


''^^-^--S.^  "  ^  /^^L^.tliini?  5,  s  tan  da  r  d_  P  f  ._^t  h  e_1_9  2Ci2_s_:   an  a  1 1  e^mp_t  tp 
econo.Tiize  gold 

While  the  delegates  at  Genoa  gavtj  their  approbation 
to  gold  as  one  of  the  stabilizing  Ir.f luericc-s  needed  by  the 
world,  they  ujcre  concerned  over  the  possibility  that  a 
scra.Tibls  for  gold  might  result  if  most  countries  began 
absorbing  gold  in  attempting  to  reattain  such  a  standard. 
fearing  a  sfiarp  rise  in  the  price  of  gold  as  the  result  of 
such  a  scramble,  the  members  of  the  Financial  Commission 
recommended  the  establishmrint  of  a  gol  d-excfiange  standard 
luhicli  they  thought  would  economise  gold.   This  economy  was 
to  be  achieved  by  having  some  central  banks  hold  claims 
en  foreign  currencies  convertible  into  gold  instead  of  gold 
itself  as  part  of  their  international  reserves. 

The  members  of  the  Financial  Commission  also 

recommended  that  an  "international  Convention"  be  adopted. 

The  purpose  of  the  Convention  would  be  to  centrali7e 
and  co-ordinate  the  demand  for  gold,  and  so  to  avoid 
those  wide  fluctuations  in  the  purchasing  power  of 


^6 


Triffin,     I n t c r na t i ona  1    f'lDn e t a r y    Policies,    p.    &9 . 
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gold,  which  rrilght  otharvuise  result  from  the  simul- 
taneous and  corrpeti tive  efforts  of  a  number  of 
countries  to  secure  metallic  reserves.   The  Con- 
vention should  embody  some  meEns  of  economizing 
the  use  of  gold  by  maintaining  reserves  in  the 
form  of  foreign  balances,  such,  for  example,  as 
the  gold-exchange  standard^  or  an  international 
clearing  systern.  ** ''' 

IB 
While  such  a  "Convention"  i.,'3S  never  adopted,    t^ia 


recommendation  that  an  international  gold-exchange  standard 
be  established  was  fulfilled  during  the  middle  1920'g  as  an 
increasing  number  of  countries  restored  their  own  cuir^-ncies 
and  began  to  tiold  clavms  on  other  currencies  which,  ujsre 
convertible  into  gold  as  part  of  their  internati  one;l  reserves, 
Since  differ-ent  countries  adopted  the  qold-exchange  standard 
at  various  times,  no  specific  year  c^o   be  i -J^ntif  i  ud  as  the 


point  at  yjhich  such  a  standard  began  to  emerge  a; 


lomoonent 


19 


However,  the  go! 


of  the  international  monetary  system, 

'''^fr.ills,  p.  36:5.   Also  se-o  Hawtrcy,  Jlqnetaij/^ 
Reconstruction,  pp,  122--38. 

1  3 

Dean    E«    Traynor,    "International    fiflonetary   and 

Financial  Conferences  in  the  Interwar  Period,"  5^tudies_^in 

Economics,  XXIII  (published  dissertation,  The  Catholic 

University  of  America;  Washington:   The  Catholic  University 

of  America  Press,  1949),  143. 

'For  example,  the  central  ban!s:s  of  these  countries 
were  legally  allowed  to  hold  all  of  their  reserves  in  short- 
term  claims  on  foreign  currencies  which  luers  convertible 
into  qold  in  the  year  designated:   Austria  (192?),  Danzig 
(1923),  Hungary  (1924),  Bulgaria  (192G),  Estonia  (1927),  and 
Greece  (1923).   League  cf  Nations  (II. A. 4)  (1944),  p.  30. 
Legislation  was  passed  allowing  a  large  number  of 
other  countries  to  hold  part  of  their  legal  reserves  in 
claims  on  foreign  currencies  in  the  period  hctuicen  1922-1931. 
Among  these  lAiOrs  Albania,  Belgium,  Bolivia,  Chile,  Columbia, 
Czechoslovakia,  Denmark,  Ecuador,  Egypt,  Italy,  Latvia,  Peru, 
Poland,  Portugal,  Romania,  Spain,  Uruguay,  U.S.S.R.j  and 
Yugoslavia.   League  of  Nations  (II. A. 4)  (1944),  p.  30. 
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exchange  standard  gsined  wi  dt>  acceptance  during  ths  late 

In  the  interwar  period  an  today »  central  barikars 
lucre  disinclined  to  leave  the  adjustment  prcceni  to  the 
"automatic"  mechanism  of  the  gold  standard*   Indeed  in  U,e 

late  192D's  the  gold-excharigri  standard  increasingly  becaiTiC 

21 

a  manipulated  standard.     Triffin  points  out  that  the  mosi 

signifiCfint  development  concerning  the  inteinational 
monetary  system  in  the  1920's  was  that  domestic  consid- 
erations became  more  and  more  ",  »  .  tho  final  detertninant 

22 

of  monetary  policies." 

factors  of  a  purely  rioriestic  nature  also  tend-jd  to 
shape  monetary  deuelopments  in  a  mannei-  totally 
alien  both  to  the  classical  gold  standard  machanisrn 
and  to  its  "rules  of  the  game"  interpretation.  .  .  , 
Central  bank  powers  were  no  longer  used  to  transmit 
automatically  to  the  domestic  econodiy  thn  upward 
or  downward  pressures  of  surpluses  or  deficits  in 
thfj  balance  of  payments,  regardless  of  national 
policy  objectives.   On  the  contrary,  central 
banking  policies  came  to  be  defined  less  and  less 
with  reference  to  the  state  of  the  gold  reserves 
or  the  prerequisites  of  international  balance,  and 
more  and  more  in  terms  of  domestic  price  stability, 
the  promotion  of  fuller  employment,  etc.  -^ 

20 

In  1923  foreign  exchange  constituted  42  percent 

of  the  total  of  foreign  exchange  and  gold  reserves  held  bv 

European  central  banks.   League  of  Nations  (II. A. 4)  (1944), 

p.  35.   Also  see  Bromn,  The I Q t e r n a^t i^o n a  1  G o  1  d  5 1 a n da r d _ , , 

I,  732-34. 

21 

F' e  1  i ','.  s  f'l  1  y  n  a  r  G  k  i  ,  X*?-?— L^-G^J- i5.'l4ilQ.„2£-l\] J— ?  °i.d. 
Standard,  A  Wemorandum  Submi  tted  "to  'the  Gold  Oelegatinn  of 
the  'rTnancial  Committee,  League  of  Nations  (Geneva,  1931), 
pp.  13-16. 

22 

Triffin,  International  Monetai-v  Policies,  p.  33. 


"^-^Ibid.,  pp.  53-b4. 
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While  it  would  be  erroneous  to  imply  that  the 

24 

prewar  gold  standard  was  entirely  unmanaged,    this  change 

in  emphasis  did  become  quite  apparent  in  the  latter 

.   25 

1920's. 


The  deterioration  of  the  interwar  gold-exchange  standard 

Gold-exchange  standards  are  particularly  vulnerable 
to  the  speculative  flights  of  capital  which  are  almost 
invariably  set  off  when  those  holding  a  particular  type  of 
fiduciary  reserve  asset  begin  to  doubt  that  the  value  of 
that  asset  can  be  maintained  vis-a-vis  other  fiduciary  or 
commodity  reserve  assets.   The  monetary  disturbances  of  the 
1930's  as  well  as  the  post  World  War  II  problems  which  have 


^^See  Bloomfield,  pp.  27-59  and  (Yllynarski,  p.  16. 

^^See  Francis  Cassell,  Gold  or  Credit?   (New  York: 
Frederick  A.  Praeger,  1965),  pp.  13-23  who  said  "It  is  this 
weakening  of  the  link  between  domestic  policy  and  the 
external  balance  that  the  crucial  distinction  lies  between 
the  gold-exchange  standard  of  the  1920's  (and  its  successors) 
and  the  old  gold  standard."   Also  see  Brown,  The  In t e r ri_a t i o n a_l 
Gold  Standard  .  .  .  ,  I,  257-77,  672-75;  League  of 'Nations 
XTI.aTa)  (1944),  pp.  66-88;  Gustav  Cassel,  [Vloney  and  Fprgig^ 
Exchange  After  1914  (New  York:   f^acmillan  Co.,  192T), 
pp.  79-100;  Edwin  W.  Kemmerer,  Gold  and  the  Gold  Standard 
(New  York:   (VlcGraw-Hill  Book  Co.,  Inc.,  1944)'7'pp.  118-20; 
and  Gustav  Cassel,  Post-War  Pnonetary  Stabilization  (New 
York;   Columbia  University  Press,  1928),'  pp.  69-100. 
".  .  .  the  change  is  radical,  and  our  post-War  gold  standard 
is  in  reality  quite  a  different  thing  from  what  we  had  before 
the  War.   The  essence  of  the  old  gold  standard  was  that  the 
currency  of  a  country  was  connected  with  the  metal  gold 
and  that  thereby  its  value  was  fixed  in  terms  of  gold.  .  .  . 
By  being  connected  with  gold,  the  monetary  standard  ceased 
to  be  a  standard  that  could  in  any  way  bs  'managed.'.  .  . 
All  this  has  disappeared.   We  nom  know  that  the  value  of  gold 
can  be  controlled  by  a  suitable  regulation  of  the  world's 
monetary  demand  for  gold.  ...  Our  ultimate  purpose  is  now 
to  give  our  currency  a  fixed  value  in  terms  of  commodities," 
Cassel,  Post-War  monetary  Stabilization,  pp.  69-70. 
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resulted  from  capital  flights  indicate  ths  seriouoriess  of 
this  instability.   The  following  is  a  brief  summary  of  the 
events  to  which  this  basic  vijlnt-:;rability  contributed  in 
the  ig30»s. 

One  of  tlic  first  tangible  occurrences  which  led 
to  the  downfall  of  the  international  gold-exchange  standard 
of  the  1930's  was  the  Credit  Anstalt  affair.     Faced  with 
the  failure  nf  the  Credit  Anstalt,  whose  assets  and 
liabilities  were  equal  to  over  70  percent  of  those  for  b11 
Austrian  b3n!<s,  the  Austrian  gov/ernmBfit  stepped  in  but  was 
only  able  to  relieve  the  crisis  temporari ly -   Worse  atillj 
tills  action  led  the  public  to  associate  the  financial 
condition  of  the  Credit  Anstalt  with  that  of  the  Austrian 
governrnent.   Foreigners  seeking  safety  for  their  funds  set 
off  large-scale  flights  of  capital  from  Austria.   The 

Austrian  oovernment  imposed  exchange  controls  in  October, 

27 
19  31  . 

The  loss  of  confidence  resulting  from  the  Credit 

Anstalt  foiJure  soon  spread  to  Germany  and  capital  outflows 


The  Credit  Anstalt  was  prir.arilya  holding  company 
for  the  Rothschild  enterprises.   Established  before  the  war, 
the  Credit  Anst:-3lt  found  that  the  market  area  of  its  enter- 
prises was  severely  limited  with  the  destruction  of  the 
Austro-t-lur.garian  custoais  union.   When  the  great  depression 
of  the  late  ig20'3  became  more  severe,  the  Credit  Anstalt's 
financial  position  weakened  considerably  and  public 
disclosure  of  its  condition  brougrit  runs  on  that  institution. 
B r 0 iij n  ,  The  International  Gold  Standard  .  ,  .  ,  1 ,  9 2 'j - 2 6 . 

27 

Leland    B,    Yeager,    International    JVlnnetary   r^elations, 

Theory,    History,    and    Policy   '([\lew~York;       Harper    &    Row,    1966), 

pp.    295'-96\ 
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resulted.   The  Reichsbank  raised  its  discount  rate  from 
5  to  7  percent  and  obtained  a  SlOO  million  loan  from  the 

Bank  of  Internaticnal  Settlements,  England,  France,  and 

28 

the  United  States,   In  June  of  1931  the  Hoover  moratorium 

postponed  payments  on  uiar  debts  and  reparations.   It  was 
not  enough  to  halt  the  bank  runs  in  Germany  nor  the  flight 
from  the  mark,   A  bank  holiday  was  declared  on  July  14, 
and  by  the  end  of  July  exchange  controls  were  introduced. 

In  August  the  so-called  standstill  agreement  immobilized 

29 

the    funds    oujed    by    Germans    to    foreign    banks. 

Initially,  the  flight  from  the  mark  resulted  in  a 

gold  flow  into  London.   The  situation  soon  reversed  itself 

30 
houL'Bver;  and  when  the  lYlacmillan  Report    was  published  in 

July,  1931,  which  showed  net  short-term  claims  held  by 

foreigners  on  London  to  be  about^254  million,  confidence 

31 
in  the  pound  was  severely  shaken.     The  gold  flow  from 


28 

Herbert  Hoover,  The  [yiemoirs  of  Herbert  Hoover; 

The  Great  Depression  1929-1941  (New  York :   f^acmillan  Co., 

1952},  pp.  67-727  ' 

29 

Frank  C,  Child,  The  Theory  and  Practice  of  Exchange 

Control    in    Germany    (The    Hague:       filartinus    Nijhoff,    1958)7 

pp.  15-29.   Also  see  Gustav  Stolper,  The  German  Economy 

1670-1940  (New  York:   Reynal  &  Hitchcock,  1940),  pp.  190-93 

and  H.  Schumacher,  "Germany's  Present  Currency  System," 

The  Lessons  of  Monetary  Experience,  ed.  A,  D.  Gayer  (New 

York:   Farrar  &  Rinehart,  1937),  pp.  214-22. 

30 

Great  Britain,  Parliamentary  Papers,  Cmd.  3897, 

June,  1931,  "Report  of  the  Committee  on  Finance  and  Industry,' 

p.  112.   Cited  hereafter  as  Great  Britain,  Parliamentary 

Papers,  Cmd.  3897.   (This  report  is  generally  referred  to 

as    the    rdacmillan    Report.) 

31 

The  Committee  did  not  expect  their  report  to 

result  in  a  loss  of  confidence,  but  to  the  contrary  they  had 
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England  uias  stanched  by  increases  in  the  bank  rate  and 
announcements  of  credit  arrangements  or^25  million  From 
both  France  and  the  United  States.   Hoiueuer,  lack  oF 
conFidence  in  the  value  of  the  pound  was  soon  renewed  by 
the  political  unrest  and  the  resignation  oF  the  Labour 
governmsnt  which  Followed  the  publication  oF  a  Parliamentary 
study  on  national  expenditures.     The  National  coalition 
government  which  subsequently  came  to  power  was  almost 
immediately  granted  credits  oF  over^SO  million  by  France 
and  the  United  States,   The  measure  worked  only  temporarily 
and  in  early  September  oF  1931  rumors  oF  unrest  in  the 
British  Navy  touched  oFF  new  waves  oF  speculation  which 
exhausted  nearly  all  oF  England's  Foreign  credits  and 
resulted  in  some  gold  outFlow,   This  turned  out  to  be  the 
Fatal  blow.   On  September  21  the  Gold  Standard  Amendment 
Act  oF  1931  was  passed  and  the  gold-exchange  standard  was 
oFFicially  suspended  in  England 
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the  Following  to  say  about  the  net  liability  Figures:   "Ule 
were  prepared  to  Find  that  these  totals  might  giv/e  some 
support  to  the  Fears  expressed  above,  but  in  Fact  they  are 
reassuring,"   Great  Britain,  Parliamentary  Pag^ers,  Cmd. 
3897,  p.  112.   Also  see  Paul  Einzig,  lUorTd"rTnance  1914-1935 
(New  York:   Macmillan  Co.,  1935),  pp.  224-31. 

^■^Great  Britain,  L^rliam^entai^^Papars,  Cmd.  3920, 
1931,  "Report  oF  the  Committee  on  Nationaf  E'xpenditure, " 
pp.  215-24.   (It  is  oFten  cited  as  the  Dlay  Committee.) 

'''^Great  Britain,  Lavis,  Statutes,  etc.  1910-1936, 
Geo.  V,  Vols.  XXI-XXII,  c.  46  (T9"3ll".   A1so"sgq  A'lbsTt  E. 
Feavearyear,  TiTe  Pqund_Sterling ;   A  History  oF  English  Dloney 
(2d  ed.  rev.  by  E.  Victor  f^'organ;  London:   Cixfoi'd  ""University 
Press,  1963),  p.  368  and  Walter  A.  Morton,  British  Finance 
1930-1940  (ffladison.  Wis,;   University  oF  Wisconsin  Press, 
1943T7~PP.  57-71, 
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When  Great  Britain  abandoned  the  gold  standard  in 
September  of  1931,  both  foreign  central  banks  and  private 
holders  began  to  convert  their  holdings  of  U.S.  dollar 
assets  to  gold.   Between  the  first  of  September  and  the 
end  of  October,  the  United  States'  gold  reserves  fell  from 

their  previous  all-time  high  of  S4.6  billion  to 

34 

S3. 9  billion.     The  contractionary  effects  of  these 

outflows  of  gold  were  accentuated  by  the  hoarding  of  currency 
and  gold  in  the  United  States.   The  Federal  Reserve's 
response  to  the  situation  was  primarily  directed  at 
preserving  the  gold  standard.   Discount  rates  were  increased, 
and  Federal  Reserve  Bank  credit  outstanding  was  only 
81. B  billion  at  the  end  of  February,  1932,  as  compared  to 

82.1  billion  at  the  end  of  October,  1931,  in  spite  of  the 

.....       .35 

continuing  depression. 

However,  in  lYlarch,  1932,  the  Federal  Reserve 

embarked  upon  an  easy  money  policy  and  by  December  had 

increased  their  holdings  of  government  securities  by 


34 


Board  of  Governors  of  the  Federal  Reserve  System, 


Federal  Reserve  Bulletin,  XVIII,  No.  3  (lYlarch,  1932),  167. 

•^^Ibid.  ,  p.  149.   Also  see  Elmus  R.  Wicker,  Federal 
Reserve  Wonetary  Policy  1917-1933  (New  York:   Random  House, 
1966),  pp.  163-71.   This  contraction  took  place  even  though 
the  ratio  of  gold  held  by  the  Federal  Reserve  to  its  note 
and  deposit  liabilities  was  well  a^ove  the  legal  minimum. 
The  problem  luas  that  the  original  Federal  Reserve  Act 
required  that  collateral  be  held  against  the  Federal  Reserve 
notes  on  a  dollar  for  dollar  basis  and  that  the  only 
acceptable  collateral  was  gold  and  commercial  paper 
discounted  by  borrowing  banks.   The  Federal  Reserve  Act 
(Approved  December  23,  1913),  as  Amended  to  fVlarch  4,  1931 
(Washington,  1931),  pp.  37-44. 
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36 
S1,115  million.     By  the  beginning  of  1933  there  was  hope 

that  the  financial  conditions  in  the  United  States  were 

at  last  beginning  to  improve.   But  when  the  Union  Guardian 

Trust  Company  of  Detroit  experienced  heavy  runs  and  failure 

seemed  imminent,  an  eight-day  bank  holiday  was  declared 

in  ITlichigan.   This  touched  off  runs  on  other  banks  and 

ultimately  led  to  the  declaration  of  a  four-day  national 

bank  holiday  on  IVlarch  6th.   Banks  were  forbidden  to  pay  out 

any  coin,  bullion,  or  currency,  or  to  carry  on  any  banking 

business  other  than  that  approved  by  the  Secretary  of  the 

37 
Treasury. 

Even  though  the  banking  panic  had  subsided  by  the 

middle  of  March,  it  was  announced  on  April  19,  1933  that  no 


Lester  \J ,    Chandler,  The  Economics  of  ^oney^_znd 
Banking  (4th  ed.;  New  York:   Harper  &   Row,  196477  p.  506. 
Also  see  Wicker,  pp.  177-84. 

In  February,  1932,  the  Glass-Steagall  Act  was  passed 
which  permitted  the  Federal  Reserve  to  use  government 
securities  as  collateral  for  Federal  Reserve  Notes  for  the 
first  time.   The  Federal  Reserve  Act  (Approved  December  23, 
1913),  as  Amended  to  July  1,  1933  (Washington,  1933), 
pp.  69-76. 

^ '^ Bank  Holiday,  JVIarch  6-9,  1933,  Inclusive , 
Proclamation  No.  2039,  in  U.S.,  Statutes  at  Large,  XLUIII, 
Part  2,  1689-91.   Also  see  William  Adams  Brown,  Jr.,  The 
International  Gold  Standard  Reinterpreted,  1914-1934 ,  if. 
No,  37  (New  York:   National  Bureau  of  Economic  R'esearch, 
Inc.,  1940),  1249-52;  Friedman  and  Schwartz,  pp.  399-419; 
Yeager,  pp.  301-304;  Hoover,  pp.  196-216;  Paul  Studenski 
and  Herman  E.  Krooss,  Financial  History  of  the  United  States 
(2d  ed.;  New  York:   (VlcGraw-Hill  Book  Co.,  Inc.,  1963), 
pp.  376-81;  and  U.S.,  President  (F.  0.  Roosevelt),  Order 
Forbidding  Hoarding  of  Gold  Coin,  Gold  Bull  ion,  and  Gold 
Certificates,  April  5,  1933,  Executive  Order  No.  6102. 
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further  gold  licenses  would  be  granted    and  almost 
immediately  the  exchange  rate  of  the  dollar  fell  sharply. 

This  action  marked  the  unequivocal  departure  of  the  United 

39 
Stctcs  from  the  gold  standard. 

Even  after  the  da  facto  devaluation  by  the  United 

States  in  1933  seversl  countries  remained  tied  to  gold. 

ffiost  notable  among  these  so-called  "gold-bloc"  countries 

vjere  France,  Italy,  Switzerland,  Belgiurri,  and  Holland. 

After  1931  the  currencies  of  the  gold-bloc  countries  carr.e 

to  be  overvalued  and,  consequently,  they  found  it  rrore 

difficult  to  sell  to  the  rest  of  the  luorldc   Rut  these 

countries  mere  doggedly  determined  to  maintain  the  gold 

parity  of  their  currencies.   Their  citizens  associated 

devaluation  ujith  the  currency  problenis  of  the  war  and  recent 

postwar  period  and  generally  felt  that  devaluation  had  to 

be  avoided  if  the  value  of  their  products,  incomes,  and 

savings  was  to  be  maintained.   Because  of  the  political 

unpopularity  of  devaluation,  severe  deflationary  measures 

were  instituted  in  the  gold-bloc  countries  to  eliminate  the 

growing  deficits  in  their  current  accounts.   In  general, 


38 

T_t;jDnt_j_eth  Annual  ^gpo,rt_of_U]e_  Beard  of  Goyernors 
of  t.he_  Federal  Reserye  Systei-!  for  the    Year  f9  3_3  X^i'Jashington : 
U.S.'  Gov'ernryient'pfinting  "Office",  T9  3T)',^  pp.'  2-3", 

This  is  not  to  imply,  houiever,  that  t^lo  United 
States  was  forced  to  leave  the  gold-exchange  standard  as 
Great  Britain  was.   "This  was  a  voluntary  action  and  took 
the  United  Statps  off  the  international  gold  standard." 

Brown,  The  _  I n t a r n a t i_o n a  1  Gold  5 1 a n d_ a r d  . .__^_,  11,  1255. 

Yeager  also  pointed  out:   "The  departure  from  gold  was 
deliberate."   Yoagsr,  p.  305. 
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these  policies  proved  to  bs  unsuccessful  and  ware  certainly 
inadequate  to  elirr.inatp  their  ouErall  halonce-of -  paynents 
deficits  once  tfie  value  of  their  curreni-iB?  became  suspect 
and  capital  flights  began. 

As  a  result,  all  of  the  gold-bloc  countries  were 

ultimatoly  forced  to  devalue.   Belgium  was  the  first  to 

41 
take  such  a  step  in  193b.     Fr?ncs  suspended  its  192B 

gola  standard  lau  in  October  of  1935  though  for  all 

practical  purposes  she  had  devalued  in  September,   However, 

France's  devaluation  did  not  prove  to  be  large  enough.   In 

June,  1937,  the  French  governnent  cut  the  franc  from  any 


definite  support  limit! 


The  franc  was  stabilized  st 


42  percent  of  its  mid-1936  value  in  fCiay  of  1930  where  it 

43 

rennained  until  World  War  II.     • 

Holland  and  Switzerland  devalued  within  days  of 
the  September  de  facto  devaluation  of  the  French  franc. 
Germany,  en  the  other  hand,  did  not  overtly  devalue. 
However,  Germany  already  was  making  use  of  multiple  exchange 


^"^See  Paul  Linzig,  W or  1  d_^  Finance  1935-1937  (New 
York:   [r.acmillan  Co.,  1937),  p~p .  "2  7'- 1 0  ifj  Yeager,  p'p .  312-20; 
Young,  pp.  742-45;  Brinley  Thomas,  i^onetary  Policy  and 
Crises  ;   A  St  u  d_y  ojf^  Swedish  _E  xo  c  r  i  en  c  -a    (London:   George 
Routledge  & 'So'ns""  Ltd.  ,  1937),  pp,  157-85;  and  John 
Donaldson,  T h e_  D o liar;   A  Study  of  the  "New"  National  and 
International"  fiic'i-Tetary  Systefn  ("London:   Oxford  University 
p"ress,  19"3'77,  pp'.  164-209. 
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Henry  L  .  S h e p (■  i e r d  ,  The  f'lqnetary  Experience  of 


Belgium,  1914-1936  (Princeton:   Princeton  University  Press, 
19367",  p"p.  205-T07 


42 


43 


Yeager,  p.  319. 
Ibid. ,  p.  320. 
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rates  and  extensive  exchange  controls.   In  the  late  1930's 

44 
these  controls  became  more  restrictive  and  comprehensive. 

The  international  monetary  system  which  had  thus 

evolved  by  the  end  of  the  I930's  bore  very  little  resem- 

45 
blance  to  the  pre  World  War  I  system.     Great  Britain  had 

departed  from  gold  and  mas  relying  on  its  Exchange 

Equalization  Account  to  stabilize  the  exchange  rate  of  the 

pound.   The  sterling  area  had  come  to  be  primarily  composed 

of  members  of  the  Empire,   The  United  States  had  gone  to 

a  type  of  managed  gold  standard  without  domestic 

convertibility,  and  the  "golden  avalanche"  had  brought  the 

United  States  almost  50  percent  of  the  world's  monetary 

46 

gold  stock  by  1938,     France,  after  experiencing  great 

exchange  rate  fluctuations  in  the  interwar  period,  had 
managed  to  stabilize  the  franc  at  8  l/2  percent  of  its  pre 
World  War  I  gold  value.   However,  the  French  Exchange 
Stabilization  Fund  attempted  to  peg  the  franc  to  the  pound 
sterling,  not  gold.   The  other  gold-bloc  countries  had  either 
left  gold  completely,  imposed  exchange  restrictions,  and/or 


See  Gustav  Stopler,  The  German  Economy  1870  to 
the  Present,  trans.  Toni  Stopler  (New  York:   Harcourt,  Brace 
&  World,  1957),  pp.  143-50. 

45 

See  Gustav  Cassel,  The  Doiunfall  of  the  Gold 

Standard  (Oxford:   Clarendon  Press,  'T'93677"pp.  112-34, 

212-29. 

^^See  U.S.,  Statutes  at  Large,  XLUIII,  Part  1,  1-8; 
Frank  D.  Graham  and  Charles  R.  WhittTesey,  Golden  Avalanche 
(Princeton:  Princeton  University  Press,  1939),  ppiT  41  -66; 
Twenty-Third  Annual  Report  of  the  Board  of  Governors  of  the 
Federal~Re3erve  Tystem  for  the  Y ear  l?Jl~IWa s Kington:  U.S. 
Government  Printing  Office,  1937y,  p"p.  8-10;  and  Donaldson, 
pp.  50-53. 
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devaluated  sharply.   By  1939  Germany  had  resorted  to  multiple 
exchange  rates,  rigid  oxchange  controls,  and  various  forms 
of  bilateral  clearing  arid  payments  agreements  in  atten.pting 
to  exploit  Ticnopoly  and  mDnopt)Ony  positionj';  in  the  inter- 
nationrdl  market.   This  was  the  general  condition  of  the 
world  monetary  system  when  World  War  II  brought  governmental 
controls  over  international  and  domestic  financial 
transactions  to  the  major  countries  of  the  world  I'li-ii  ch 
wore  unprecedented  in  their  effective  application  and 
c o mp  r  e fi  en  s i  V  en e s s  . 


Jhe  EI  vol  u  y.  £n  _o_f  the  I  nt  s  r  na  t  i  on  a  1  J\]cn  etar  y 
""  Sy stein  'Since  I'JorTd  War  iT 


It  is  not 
48 


Early  postwar  plans  to  re constr uct  th e_in to rn&tional 
fnonetary  sysFein 

After  the  rigors  of  war  many  countries  lacked  the 

inclination  to  undergo  the  monetary  discipline  I'lhich  a  return 

47 

to  the  orthodox  gold  standard  would  entail. 

surprising  that,  except  in  certain  American  circle; 
return  to  the  traditional  or  orthodox  gold  standard  was 
generally  not  envisaged.   Nevertheless,  it  was  generally 
recognized  that  internc-tional  monetary  developments  must 
not  be  allowed  to  become  as  chaotic  and  restrictive  as 
they  were  during  the  interwar  and  war  periods.   rilany 
proposals  deaJjng  witi  how  the  international  monetary  system 
should  be  modified  or  rf;ostablished  were  put  forward  aftei- 


John  H.  WilJiams,  Posjtwar  j^'^'2tci_r_v  Plans  and  Other 
Essays  (3d  ed.;  Mew  York:   AlfredT."  K  n  op  f ,  "l  "94  V") ,  p'pV  22-41  . 
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See    Afiderson,    pp.    7-15. 
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th8  war.   Only  two  of  tiiese  plans  will  bo  mentioned  here: 
(1)  ths  so-called  White  proposal  becruse  it  was  adopted 
in  modified  forrr;,  and  (2)  ths  so-called  Keynes  plan  because 
numerous  plans  to  reform  the  international  monstary  system 
ujhich  are  currently  beinc  proposed  are  essentially  the 
Keynes  plan  with  modifications  of  detanls. 

While  these  plans  are  similar  in  soit.b  respects, 

50 
the  Keynes  plan    called  for  the  establishment  of  an 

International  Hlearing  Union  whose  operations  would  be 
carried  out  in  a  nen  form  of  international  reserve  asset 
called  bancor.   This  plr.ri  I'jould  make  use  of  tiio  overdraft 
principle  Lyheroby  a  deficit  country  could  obtain  bancors  by 
overdrawing  its  account  with  the  Union,   Ouher  countries 
would  supposedly  accept  the  bancors  thus  cre:iated  in  settle- 
ment of  obligations  due  thefn  by  the  overdrafting  count'oy. 

49 

Jacob  Uiner,  "lao  Plans  for  International  lYionetary 
Stabilization,"  The  Yale  Review,  XXXIII,  No.  1  (1943), 
75-107.  ^   ~  " 


50 


Great  Britain,  P a r  1  i g^m e n t^a ry  Papers,  Cmd.  643' 


April,  1943,  "Proposals  for  an  International  Clearing 
Union,"  pp.  1-20,  cited  by  Board  of  Governors  of  the  federal 
Reserve  Syster::-  f Gdjra_^l__Res_er_\^ Jull^etiri,  XXIX,  No.  6 
(June,  1943),  50T~21 .  "cfteo  hereafte'r  as  Great  Britain, 
Par  liar.!  en  tar  y  Papers,  Cmd.  6437,  April,  1943.   This  proposal 
was  prepared  by  a  group  of  English  monetary  experts  of 
which  John  Diaynard  Keynes  was  the  most  prominent. 

This  plan  would  supposedly  establish  an  insti- 
tution whose  solvency  would  be  protected  much  like  that  of 
a  monopoly  bank  in  a  country  in  which  demand  deposits 
constituted  the  only  money,   "The  idea  underlying  such  a 
Union  is  simple,  namely  to  generalise  the  essential 
pririciple  of  banking  as  it  is  exhibited  within  any  closed 
system.   This  principle  is  the  necessary  equality  of  credits 
and  debits.   If  no  credits  can  be  removed  outside  the 
clearing  system,  but  only  transferred  within  it,  the  Union 
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The  potential  volume  of  bancors  would  supposedly  increase 
over  time  since  each  country's  overdraft  privilege  would 
automatically  be  expanded  in  reference  to  a  moving  average 

of  its  volume  of  trade. 

52 

On  the  other  hand,  the  White  plan   called  for  the 

establishment  of  a  Fund  into  which  member  countries  would 

initially  pay  an  agreed  upon  amount  of  gold  and  their  own 

currencies.   The  Fund  would  then,  under  prescribed 

53 
conditions,    lend  a  member  country  foreign  currency  in 

exchange  for  its  currency.   The  Fund  would  thus  act  as  a 

financial  intermediary  between  deficit  and  surplus  countries 


can  never  be  in  any  difficulty  as  regards  the  honouring  of 
cheques  drawn  upon  it.   It  can  make  what  advances  it  wishes 
to  any  of  its  members  with  the  assurance  that  the  proceeds 
can  only  be  transferred  to  the  clearing  account  of  another 
member."   Great  Britain,  Parliamentary  Papers,  Cmd.  6437, 
April,  1943,  p.  6. 

52 

U.S.,  Treasury  Department,  Pre 1 i m i n a r^  PLgXt 

Outline  of  a  P roposal  for  an  International_  sTabTTization 

Fund  of _the  United  and  Associated  Nations,  April  7,  1943, 

reprinted  by  Board  of  GoverTiors  of  the  Federal  Reserve 

System,  Federal  Reserve  Bulletin,  XXIX,  No.  6  (June,  1943), 

501-507.   Harry  Dexter  White,  then  Assistant  to  the 

Secretary  of  the  Treasury,  was  primarily  responsible  for  the 

preparation  of  this  memorandun.   White  had  authored  a 

similar  memorandum  in  1941.   See  U.S.,  Treasury  Department, 

Proposal  for  a  Stabilization  Fund  of  the  United  and 

Associated  Nations,  December,  1941, 

53 

The  Fund  would  sell  foreign  exchange  to  deficit 

countries  for  their  currencies  if  it  thought  the  country  had 

or  was  implementing  balancc-of-paymsnts  policies  which  the 

Fund  thought  were  appropriate  or  if  in  the  Fund's  judgment 

"it  is  believed  that  the  balance  of  payments  of  the  country 

whose  currency  is  acquired  by  the  Fund  will  be  such  as  to 

warrant  the  expectation  that  the  excess  currencv  holdings 

of    the    Fund    can    be    disposri^d    of    within    a    reasonable    time," 

U.S.,  Treasury  Department,  Preliminary  Draft  Outline  of  a 

Proposal  for  an  International  St^b'ilizat.jo.T  Fund  qP  the 

United  and  Associated  Nations,  rev.  July  10,  1943,  "p.  9. 
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but  would  possess  no  facility  through  which  additional 
international  reserve  assets  could  be  created. 

The  original  White  memorandum  uuas  modified  in 
March,  19A2,  to  include  a  provision  whereby  the  Fund  would 
lend  to  countries  for  postwar  reconstruction  and  development, 


This  plan  proposed  no  significant  departure  from 
the  managed  gold-exchange  standard.   As  Professor  John  H, 
Williams  noted,  the  White  plan  tried  ".  ,  ,  to  preserve  as 
much  as  possible  the  previous  role  of  gold."   John  H, 
Williams,  "Currency  Stabilization:   The  Keynes  and  White 
Plans,"  Foreign  Affairs  (July,  1943),  p,  650,   For  a  more 
detailed  discussion  of  these  and  other  postwar  plans  for 
international  monetary  stabilization  see  Edward  W.  Bernstein, 
"A  Practical  Dlonetary  Policy."  American  Economic  Review, 
XXXIV,  No,  A    (December,  19A4),  771-84;  ImreTe  Meqh,     '~fhe 
International  Clearing  Union,"  American  Econumic_Revigw, 
XXXIII,  No.  3  (September,  1943),  534-55;  Frank  D.  Graha-m, 
Fundamentals  of  International  IVlonetary  Policy  ("Essays  in 
International  Finance,"  No.  2;  Princeton:   Princeton 
University  Press,  Autumn,  1943);  Friedrich  A.  Lutz, 
International  Monetary  fyiechanisms ;   The  Keynes  and  LUhite 
Proposals  '(""Essays  in  International  Finance, '^^  No.  T] 
Princeton:   Princeton  University  Press,  July,  1943);  Louis 
Rasminsky,  "International  Credit  and  Currency  Plans," 
Foreign  Affairs,  XXII,  No.  4  (July,  1944),  589-503;  Dennis 
H.  Robertson,  "The  Postwar  Monetary  Plans,"  The  Econonic 
Journal,  LIII,  No.  212  (December,  1943),  352-50;  Joan 
Robertson,  "The  International  Currency  Proposals,"  The 
Economic  JpjJrnal,  LIII,  No.  210  (June-September,  1943T, 
161-75;  Harry  Dexter  White,  "Postwar  Currency  Stabilization," 
American  Economic  Review,  XXXIII,  No.  1,  Supplemont  Part  II 
(iTIarch,  1943),  382-87;  John  lYlaynard  Keynes,  "The  Objectives 
of  International  Price  Stability,"  Th e  Economic  Jou r na 1 , 
LIII,  No.  210  (June-September,  1943),  185-37;  George  N. 
Halm,  International  lYlonetary  Cooperation  (Chapel  Hill,  N.  C.  : 
University  of  North  Carolina  Press,  1945);  Sidney  E,  Rolfe, 
Gold  and  World  Power  (New  York:   Harper  &  Row,  1965), 
pp.  53^9"S1;  Seymour  E.  Harris,  John  f^laynard  Keynes  (New  York: 
Charles  Scribncr's  Sons,  1955),  pp.  17"3-31;  John  Parka 
Young,  "Developing  Plans  for  an  International  Monetary  Fund 
and  a  World  Bank,"  Department  of  State  Bulletin,  XXIII, 
No.  593  (November  13,  1950),  77'8-gO ;  'Wiflfams ,  Postwar 
Monetary  Plans  .  .  .  ,  pp.  1-60;  and  J.  H.  Riddle,  Brftish 
and  American  p'lans  for  International  Currency  Stabilization, 
Occasional  Paper  No.  16  CNew"York:   National  Bureau  of 
Economic  Research,  December,  1943). 
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It  Li'oulri  also  extend  credit  e3nd  inske  invcstnicnts  in  countries 

suffering  from  deprt^ssion. "    This  addition  to  ttiD  original 

proposal  was  soon  dropped  for  reasons  explained  in  the 

introductory  statement  of  a  draft  msda  public  Apri.1  7,  19''i3: 

It  is  recognized  that  an  international 
stabilization  fund  is  only  one  of  the  instru- 
mentalities aihich  rnay  be  needed  in  the  field  of 
international  economic  cooperation.   Other 
agencies  are  also  needed  to  provide  capital  for 
postwar  reconstruction  and  development,  to 
provide  funds  for  rehabilitation  and  relief  and 
to  prcnote  stability  in  the  prices  of  primary 
international  commodities.   There  is  a  strong 
temptation  to  embrace  within  a  single  inter- 
national agency  the  responsibility  for  dealing 
uith  these  and  other  international  economic 
problems.   We  believe,  however,  that  international 
economic  institutions  can  operate  more  effectively 
if  they  are  not  burdened  witli  important  but 
extraneous  duties  for  'jnhich  they  have  net  been 
devised  and  for  which  they  are  unsuited.   For 
example,  the  highly  specialized  nature  of  inter- 
national monetary  stabilization  and  tiie  provision 
of  long-term  capital  ujculd  seem  to  call  for 
separate  institutions,  each  designed  to  deal  viith 
its  distinct  problems. ^^ 

The  I nternational  filonBtfjry  .FjJJld^L_JjlbtjUjjt^^ 
of  the  j.nt eY n a jTojj a j__ g o_l d'-^s x cjh a n~Q e  s t a h d a r d 

In  July,  19AA,  a  plan  to  create  a  new  financial 

institution-  fundamentally  similar  to  that  suggested  in  the 

^ ^ U .  5 ,  ,  Treasury  Department,  Pr^H mjjna rjMDraTt 
P^r op 0 Set .1^ qv    Unite d_ JMa ti. ons  Stabilizati  0?^  T'lind  and_  a,J3^^ 
f  or  "  Fi's c~o n s"t r"u c ti p ri"""a n (J "P e y  el  g p me'n t ,  "  iiia r  c h  ,  19  42. 

U.S.,  Treasury  Department,  Preliminary  Draft 
Pronosal_  f  or  a  Stabilizat i o£\„runri  gf  the  United'  and 
A?j£LiiJ^^"i„'^?'li:°'jl"'^P^"i'^~^^   i"943,  pp.  2-T. 

In  November,  19^43,  the  U.S.  Treasury  Department  did 
publish  a  separate  prcposol  entitled  Pre 1 i f n i n a r y  Draft 
Outline  o_f_a  P r o £jo s al  f p r  ji_ B a_n !<  fo r_ R ec_Dn s t_r u ctinn  and 
D ey elcprfie n t_  oT"t.he""Unl t ed'  and"  A's s o c"i at e d  fFa tTo n s ,  f\J a v e i^i h e r  ?^i 
T943. 
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White  plan,  was  agreed  upon  by  the  representatives  of 
45  nations.'    I  ht^  International  rilonetsry  Fund  luhicii  was 
subsequently  established  is  a  pool  of  national  currencies 
from  which  rnembeT  nations  may  draw  certain  amount?  of  foreign 
currencies  in  exchange  for  their  own   currencies.     The 
I.M.F.  obtained  its  original  pool  of  national  currencies 
and  gold  through  the  quota  subscriptions  of  member  countries. 
The  member  coui'itries  were  required  to  pay  2S  percent  of 
their  quota  in  the  form  of  gold  and  75  percent  in  the  form 
of  their  ci'jn  curre^ncics.   Under  present  I.f'i.F.  policy  a 
drawing  by  a  member  wliich  docs  not  raise  the  Fund's  holdings 
of  that  country's  currency  above  the  amount  of  its  quota  is 
granted  almost  automatically .   This  is  referred  to  as  the 
"gold  tranche"  drai-jing  right  since  it  represents  that  part 
of  the  quota  ii'hich  is  subscribed  in  gold.   if  the  member 
is  making  "reasonable"  efforts  to  overcome  its  payments 
problems,  the  Fund  generally  adopts  a  liberal  attitude  toward 
drawings  of  e.n  additional  ?5  percent  of  the  member's  quota 
which  is  termed  the  "first  credit  tranche.:"   For  drawings 
in  the  "high  tranches" 


U.S.f    Treasury  Department,  i^tJsJ,^l^Pj..,,hRVS2JiI!lBIll± 
lSl^S![l5^  ;t^j-.o'"'^^^.  f'lP.rjs.^^.^y^fyr'd  and  ^^International  Bank  for 

Recj^ns^tr u ct i on_ a Qd__5£V_eljonjTij3jrt ^ United  Nations  f''Onetary__srid 

F  in  a  n  c  i  a  l",  ,Qp  n  f  _e  r  one  e  ,^  Bi'^ton  IJoods  y  Ns^'J,.  HQ"''Psbj.re  ^ 
A^jI:^-—LA2.Slj^lflA'>      Statelj  hereafter  as  U.S.,  Treasury 
Department,  Articles  of  Agreement.  .  .  . 
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.  .  ,  the  Fund  expscts  the  member  to  make  intensive 
efforts  tu  overcofTie  its  difficulties,  usually  through 
a  comprehensive  program  of  fis^-.cal  and  monetary 
measures. ^^ 

The  use  of  the  funds  acquired  through  I.f:i.F.  drsnings 

is  also  restrictedo   An  interpretation  of  the  Articles  of 

Agreement  held 

.  ,  ,  that  the  resources  of  the  Fund  are  to  be  used 
to  give  temporary  assistance  to  membors  in  financing 
balance  of  payments  deficits  on  current,  account, 
and  this  was  understood  to  include  assistance  in 
connection  with  seasonal,  cyclical,  and  emsrcency 
fluctuations  in  the  balance  of  payments,"^ 

While  later  rulings  did  declare  that  drauiinns  from  the  Fund 
could  be  used  to  meet  deficits  which  were  largely  attrib- 
utable to  capital  movements,    it  has  alijovs  remained  clear 
that  tl;e  Fund's  resources  are  not  to  be  used  for  capital 
developfient ,  reconstruction  j  reparatiof.s,  or  to  acquire  and 
hold  foreign  exchange  reserves. 


'^^International  filonetary  Fund  and  the  International 
Bank  for  Reconstruction  and  Development,  "Introduction  tu 

the  Fund,''  T he  Fun ci^ja n d  Bank _ R e vi e-vi ; Finance^  arid 

p_gvelopment7"'l>  No".  l""(June,  19'6'f),~'B. 

^^J.    fflarcus    Fleming,    The    Intnrnati nnal    Mo.netar y 
fjy '^i! » „  1 1 s^ _f  orj3  _a n d_  Fun_c t ijDns   \h ash i ng t o ri :       I n t er n a t i o n a  1 
Mont'tary    Fu?id,"  fgB/iT,    p"   '60,'      Also    see    International    fuonetary 
Fund,     "Pursuant    to    Executive    Board    Decision    No,    71-2, 
September    26,    1946,"    SedectejJ   Decis Ions    of    thj    Execu tiyq 
PJjl?£t_or_s    (2d    ed.;    Wa s hi ngtoTiT"  "international    filonetcry    Fund, 
"iTepTember ,    1963),    p.    53. 

''international    Monetary    Fund,    "Decision    No.    1238- 
f  6 1  /  4  3 ) ,  "    So  lee  t  e  d_JDec  isions    of    t.hc    Execu  tiye   Directors 
(2d    e d .  ;    W as' h i n q t on:     "interna t 'i o 'naTli  1  o n e t a r y    Fund, 
September,    1963),    p.    55.       Also    see    Per    Jacobsson,    Inter- 
'■'iL.ti^l^'  1    IVlonetary    Preble m s_1 957- 1963    ( I'J a f. hi i n g t o n  : 
'international    Monetary    Fund,    19&a7T~PP.    2A7,    265. 

^ '^ U .  S .  ,    T r c? a s u r y    D e p a r t m r r 1 1 ,    Articles    oT 
AcLr G emeri t_^ __,  _j_  ,    art.    X R/ ,    sec.    1  ,    p -    2 9 7 

"For    a'  more    detailed    description    of    the    oricjin    of    the 
I.M.F.,    its    original    form,    objectives,    and    policies    a3so    see 
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Even  though  the  I.IVl.r.  was  established  on  the  basis 
of  stable  exchange  rates,  the  Articles  of  Agreement  provided 

the  following:   Harry  Dexter  White,  "The  Monetary  Fund: 
Some  Criticisms  Examined,"  Foreign  Affairs,  XXIII,  No.  2 
(January,  1945),  194-210;  John  Parke  Young,  "Conference  at 
Bretton  Woods  Prepares  Plans  for  International  Finance," 
Department  of_5tate  Bulletin,  XI,  No.  280  (November  5,  1944), 
539-50;  U.S.,  Department  of  State,  International  Organization 
and  Conference  Series  1,  3,  Proceedings  and  Documents  of  the 
United  Nations  (Monetary  and  Financial  Conference, _  Bretton 
Woods,  Neuj  Hampshire,  July  1-22,  1944,  Department  of  State 
Publication  No.  2856,  Vols.  I-II,  1948,  cited  hereafter  as 
U.S.,  Department  of  State,  Proceedings  and  Documents  of_  the 
United  Nations  .  .  .  ;  Alvin  H,  Hansen,  America"*^  Role"  in  the 
World  Economy"  "(Nem  York:   W,  W.  Norton  &    Co.,  Inc.,  1945) , 
pp.  48-90;  Lutz,  passim;  Ragnar  Nurkse,  Conditions  oj^ 
International  PHonetary  "Eqy_ilibrium  ("Essays  in  International 
Finance,"  No.  4;  Princeton:  "Princeton  University  Press, 
Spring,  1945);  E.  A.  Goldeniueiser  and  Alice  Bourneuf, 
"Bretton  Woods  Agreements,"  Federal  Reserve  Bulletin,  XXX, 
No.  9  (September,  1944),  850-70;  Halm,  passim;  Hsnry 
Worgenthau,  Jr.,  "Bretton  Woods  and  International 
Cooperation,"  Foreign  Affairs,  XXIII,  No.  2  (January,  1945), 
182-94;  J.  B.  Condliffe  et  al. ,  "A  Symposium  on  the 
International  Monetary  Fund  and  International  Bank  for 
Reconstruction  and  Development  Proposed  at  Bretton  Woods," 
Revieui  of  Economic  Statistics,  XXVI,  No.  4  (November,  1944), 
165-93;  Dean  Acheson,  "The  Bretton  Woods  Proposals  as  Part 
of  Postwar  Organization,"  Department  of  State  Bulletin, 
XII,  No.  297  (February  28,"T945l,  352;  U.S.,  Treasury 
Department,  The  Bretton  Woods  Proposals,  February  15,  1945; 
Paul  A,  Samuelson,  "Bretton  Woods,  Pro  and  Con,"  The  New 
Republic,  CXII,  No.  15  (April  9,  1945),  467-69;  ",'^essage  of 
the  President  to  Congress:   The  Bretton  Woods  Proposals, 
International  l>lonetary  Fund  and  International  Bank  for 
Reconstruction  and  Development,"  Department_of_ State  Bulletin, 
XII,  No.  295  (February  12,  1945),  220-22;  John  H.  Williams',"' 
"International  monetary  Plans  After  Bretton  Woods,"  Foreign 
Affairs,  XXIII,  No.  1  (October,  1944),  38-56;  International 
Monetary  Fund,  Selected  Documents,  Board__of'_  Governors 
Inaugural  lYieetinq,  Savannah,  Ga.  ,  PHarch  8  to  IB,  1946 
(Washington :   International  rionetary  Fund,  April,  1946); 
Murray  Shields  (ed,)»  International  Financial  Stabilization 
(New  York:   Irving  Trust  Co.,  194471  and  International 
Monetary  Fund,  Report  of  the  Executive  Directors  and  Summary 
Proceedings,  .September  27  to  October  3 ,  l"9 4 6 ,  I n ter jia t i onaT" 
Monetary  Fund,  First  Annual'lilBetTng  of  the  Board  of  Governors 
(itiashington :   International  Monetary  Fund,  November,  1946) '. 
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that  exchange  rates  could  and  should  be  altered  under 

63 
certain  circumstances.     However,  especially  in  more  recent 

years,  most  industrialized  countries  have  come  to  view 

exchange  rate  depreciation  as  something  to  be  avoided  if 

64 
at  all  possible.     The  I.M.F,  has  generally  been  acquiescent 

in  regard  to  these  attempts  at  maintaining  rigid  exchange 

rates.   Furthermore,  the  I.fl.F.  Agreement  contained  no 

provisions  for  removing  gold  from  its  position  as  the 

ultimate  reserve.   In  fact,  the  Articles  of  Agreement  stated 

that 


U.S.,  Treasury  Department,  Articles  of 
Agreement  .  .  .  ,  art.  l\l ,    sees.  1-B,  pp.  4-7. 

"The  Ministers  and  Governors  reaffirmed  their 
determination  to  cooperate  in  the  maintenance  of  exchange 
stability  and  orderly  exchange  arrangements  in  the  world, ^ 
based  on  the  present  official  price  of  gold."   "Communique 
Issued  after  the  Ministerial  Meeting  of  the  Group  of  Ten, 
March  29-30,  1958,  in  Stockholm,"  reprinted  in  "Inter- 
national Monetary  System,"  International  Financial  Neui_s_ 
Survey,  XX,  No.  13  (April  5,  1968TrT7 

".  .  .  various  disadvantages  are  inherent  in 
exchange  rate  adjustments,  and  governments  arn    propt^rly 
reluctant  to  resort  to  them-"particul3rly  reserve  currency 
countries."   U.S.,  President  (L.  B.  Johnson),  Ecgnqioic 
Report  of  the  Pres ident  Together  LJith  the  Annual ~R eport  of 
the  Council  of  Economic  Advisr^rs,  19  65,  p.  152."  Also  see 
Charles  A,  Coombs  et  al. ,  "Conversations  on  International 
Finance,"  Monthly  Revieui.  Federal  Reserve  Bank  of  New  York, 
XLV,  No.  8  (August,  1953),  114-21;  Charles  A.  Coombs, 
"Treasury  and  Federal  Foreign  Exchange  Operations  and  the 
Gold  Pool,"  Monthly  Review,  Federal  Reserve  Bank  of  New 
York,  XLVI,  No.  3  (larch ,  "1954) ,  47-56;  "A  New  Plan  for 
Gold,"  The  Economist,  March  24,  1952,  pp.  1133-39;  "Treaty 
Establishing  the  E"urooean  Econo.Tiic  Community,  Roma, 
March  15,  1957,"  Treaty  Series,  CCXCl'III,  No.  4300, 
Title  II,  chap.  2"TUnlted  Nations,  1958),  55-58;  and 
Robert  Mundell,  "The  International  Monetary  System: 
Functioning  and  Possible  Reform,"  The  United  States  Balance 
of  Payments,  Hearings  before  the  Joi'nt  Economic  Committee, 
Bath  Cong.,  1st  Sess.,  Part  3,  November,  1963,  pp.  545-47. 
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the  par  value  of  the  currency  oF  each  member 
shall  be  expressed  in  terms  of  gold  as  a  common 
denominator  or  in  terms  of  the  United  States 
dollar  of  the  weight  and  fineness  in  effect  on 
July  1,  1944.°^ 

Two  of  the  most  obvious  evolutionary  changes  in 

the  history  of  the  I.M.F.  took  the  form  of  quota  increases, 

66 
one  occurring  in  1959  and  one  in  1965,     In  addition  to 

the  quota  increases,  the  certainty  of  the  drawing  rights 

was  increased  in  1952  through  the  establishment  of  a 

program  of  stand-by  arrangements  or  credits.   Under  a 

stand-by  arrangement  a  country  is  assured,  subject  to  the 

specific  terms  of  the  arrangerrient ,  that  it  can  purchase 

other  currencies  from  the  I.M.F.  over  a  specific  period  of 

X  67 
time  (usually  six  months). 


U.S.,  Treasury  Department,  Articles  of 
Agreement  .  ,  ,  ,  art.  IV,  sec,  1  (a),  p.  4, 

The  original  quotas  provided  for  by  the  final 
draft  of  the  Fund  Agreement  amounted  to  the  equivalent  of 
$8.8  billion.   See  U,S.,  Department  of  State,  Proceeding's 
and  Documents  of  the  United  Nations  .  ,  ,  ,  I," 634-35. 

In  1959  the  I.rO.F.  quotas  were  increased  by 
50  percent.   However,  this  increase  was  not  the  result  of 
quinquennial  review  provided  for  in  the  Fund  Agreement 
(art.  Ill,  sec.  2)  but  rather  the  result  of  a  special 
review  brought  about  by  the  U.S.  recession  of  1958,   See 
International  Monetary  Fund,  Enlargement _of  Fund  Resources 
Through  Increases  in  Quotas,  A  Report  by  the  Executive 
Directors  to  the  Board  of  Governors  (Washington: 
International  Monetary  Fund,  1958). 

Following  the  most  recent  quinquennial  review,  a 
25  percent  general  increase  in  quotas  was  agreed  upon  in 
1965.   This  brought  the  total  Fund  quotas  to  S21  billion. 
See  Oscar  L.  Altman,  "Fund  Quotas  Will  be  Increased  to 
$21  Billion,"  The  Fund  and  Bank  Review;   Finance  and 
Development.  II,  No.  4  (December,  1965),  205-16. 

George  Nicoletopoulous,  "Stand-By  Arrangements," 
The  Fund  and  Bank  Review;   Finance  and  Development,  I,  No.  3 


34 


In  1962  ail  agreorriEnt,  now  rererrad  to  as  the 
"Gsnoral  Arrtir!gemGnts  to  Eorrow,"  vjzs    readiKd  betiviGen  the 
I.fii.r.  and  ten  of  its  majcr  rnernbars. ''    Undcn-  this  agreeroent 

tf-18  Group  of  Ten  committed  themsalve^?  to  lond  up  to 

69 
S6  billion  to  the  I.fil.F.  if  suc^i  loans  uierc^  needed.     The 


{DecembciT,    196^),  192-97.   Also  see  Flomir.g,  pp.  3A~35; 
International  (ilonctary  Fund,  "Executive  Board  Decisions  on 
Stand -By  Arrangemonts,"  Selected  pecisions^  o  r_  the  Executive 
Directors  (2d  ed.;  Washington:   Internatl'onariii'bne'tary  Fund, 
SepTen-i'bef ,  1953),  pp.  24-'32;  Shigeo  Horie,  Th e^_  International 
|VioneJ:_ary  Fund,  Retrospgct  and  _Pi-o_sp_ect  (i\lew  York: 
St.  ^  [r,a  f tTn^^P  r'ti  s  s , .  19  STf,   "p  p .  T3 9'-  4 0 . 

It  should  be  noted  that  stand-by  arrangements  in 
force  have  equaled  almost  S2  billion  (1962),  but  at  the  end 
of  the  1967  I.M.F.  fiscal  year  (April  30)  they  equaled 
S401  million*   International  Monetary  Fund,  19_6_7_J\JlQil.2.1 

R £P qr^t of  .Jj^hg^.I/i.ter na ti qnal  f'lonetar y  Fund  ( W a s hi ffg ton:' 

Internationa"!  fflonetary  Fund,  1967)^^  p.  139. 

Intiyii-national  fdonetary  Fund,  "Exocutive  Board 
DcciBion  Wo.  1 2Bg-.(62/l  ) ,  January  5,  1962,"  in  196_2„AnPJi?.i 
Rep^ort  of  the  International  fflonetary  Fund  (Washingto^n : 
InternatTona"!  Tilonet"ary  Fund,  iTST) ,'  pp".  '234-45.   Also  see 
text  of  letter  from  Mr.  fii.  W.  Baumgarter  to  fi'ir.  Douglas 
Dillon,  December  15,  1951,  reprinted  in  Hans  Aufricht,  The 

Inter  n  a  t  i  o  n a  3.  fO one  tar  y  Ftmd;_ L.£P-^L-§.S£'-r^. >_.  JliX^  "^  ^ '-'li^.^ 

?' u n c tTon¥n[ NbI-j" Y o r k  ;  "Frederick  A.  PracgoT,  196T)7  PP-  95-97, 

""The  ten  countries  entering  this  agreement  were 
Belgium,  Canada,  France,  Germany,  Italy,  the  Netherlands, 
Sweden,  the  United  Kingdom,  and  the   United  States.   These 
are  the  so-called  "Group  of  Ten"  countries. 
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The  Articles  of  Agreement  provided  two  I'.'^fiys  by 

uuhich  the  Fund's  resources  might  bo  increased:   (l)  through 

increasing  quotas  and  (2)  through  arrangements  whereby  one 

or  more  Fund  members  agreed  to  lend  their  currencies  to  the 

Fund  under  agreed  terms  and  conditions.   The  Fund  cannot. 

however,  require  that  such  a  loan  be  made.   U.S.,  Treasury 

Department,  Articles  o f  A o r e s m en t  _ .  _. ._,,  art,  VII,  sec.  2 

(i).   Also  see  IntTernationaT  Monetary  Fund,  "Executive 

Board  Decision  1 289--(6l/l  ), "  Selected  Decisions  of  the 

^  ^  ^£^  y •  ^  ^„2  ^  ILP.9J;2.L?  -?-'^,^— j-g  j--^  g-t:.L^.L  !il5.^.[l!I''ri.5.  T'-^^    e  d . ; 
Wa'shingFon :"""  Iriterna'tional  'r''onGtary  Fund,  January,  1965), 
pp.  Se-ee  and  International  fMonetary  Fund,  196G  Annual 
^ R££Ilt  of  the  Inte r n_a_t i on c^J_|]^D^n e tjir )^ Jj-J n d^  (Washington; 
Interna"tionar  r;1oneTa"ry"FunrJ,  19  56),  n.  34. 
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purpose  of  these  arrangements  was  to  provide  the  I.W.F. 
enough  currency  claims  so  that  it  might  help  protect 
members  of  the  Group  of  Ten,  primarily  the  United  States 
and  United  Kingdom,  from  sudden  movements  of  short-term 

funds  ",  .  .  in  order  to  avert  a  threat  of  impairment  to 

70 

the  international  monetary  system." 

The  role  of  the  I.DI.F.  continues,  however,  to  be 
that  of  a  financial  intermediary  between  deficit  and  surplus 
countries.   The  Fund  has,  to  be  sure,  expanded  its  lending 

resources.   Yet  whether  it  has  increased  international 

71 
liquidity  can  be  questioned.     Neither  has  the  I.ffl.F. 

improved  the  adjustment  mechanism  except  perhaps  by  helping 

develop  and  disseminate  a  better  understanding  of  economic 

theory.   The  I.fl.F,  has,  it  seems,  helped  to  sustain  and 

perpetuate  a  managed  gold-exchange  standard  which  is 

characterized  by  rigid  exchange  rates, 

Posti;uar  changes  in  the  internetional  monetary  system  not 
directly  a~ssor:iated  mith  the  I.f^.F. 

Some  of  the  postwar  measures  taken  by  England, 

members  of  the  Organization  for  European  Economic  Co-operation 


Per  Jacobsson,  "The  Monetary  Background  of 
International  Financing,"  International  Financinqand 
Investment,  ed.  John  F.  lYicDaniels  (o^bs  Ferry,  N.  Y.  : 
Oceana  Publications,  Inc.,  1964),  p.  8.   Also  see  U.S., 
Congress,  Senate,  Committee  on  Foreign  Relations,  Hearings , 
Bretton  UJoods  Agreements  Act  Amendment,  87th  Cong.,  2d  Sess, 
on  H.R.  10162',  Inarch  30  and  April  3,  1962. 
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See  Fritz  fOachlup,  The  Cloakroom_  Rule  of 

International  Reserves;   Reserve  Creation  and  Resources 

Transfer  ("Reprints  in  International  Finance,"  No.  1: 

Princeton:   Princtton  University  Press,  August,  1965), 
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(Q.E.E.C.)j  ^'""c-'  the  United  States  to  reestablish  and 
maintain  an  international  gold-exchange  standard  witfiiti 
w^lich  more  th'in  one  centre;  country  exists  are  of  particular 
interest.   Thsy  are  evidence  of  the  international  n,onetary 
system's  haphazard  postwar  euolvcrjent  and  its  basic 
vulnerability  to  speculative  expectatiorss  of  changes  in 
exchange  rates  and  ttie  price  of  gold. 

The  restoration  of  European  convertibility  and  the 
p o s t lu a_r_  g t e_r  1  i ng  area. --Although  the  pound  sterling  never 
fully  regained  the  international  status  it  enjoyed  in  1930, 
it  ultimately  enierged  along  with  the  LI*Sc.  dollar  as  a  niajov 
key  currency  in  the  postvj-3r  internatiorial  D0ld-"cxchange 
standard. 

The  United  States  prodded  England  to  restore 
convertibility  almost  irrhnediatDly  after  t'le  war.   The  U^S, 
agreed  to  extend  a  1J3.75  billion  line  of  credit  to  England 
and  to  cancel  British  obligations  resulting  froti'  I'jartirne 
lend~lease  provided  that  England  would  no  longer  restrict 
payments  to  the  U.S.  for  current  transactions  and  u.'ould 

avoid  restrictions  on  the  use  of  American-owned  Sterling 
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balances.     On  July  15,  19^(7  Eng.land  restored  external 

convertibility  on    newly  acquired  sterling  balances  at  a 


'^ Great  Britain,  £ar^l_iaj_nentarjj;_J3^^^^^      Cmd,  5700, 
19-^)5,  "Financial  Agreement  B'etiiui^Gn' the  Oovernments  of  the 
United  States  and  the  United  Kincjdon.  "   Also  see  Yeager, 
[).  379. 
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$4.03  parity.   This  rate  seemed  to  overvalue  the  pound, 
and  England's  problems  were  complicated  by  the  impossibility 
of  maintaining  segregation  between  the  currently  earned 
sterling  and  the  old  sterling  balances.   Foreign  holders  of 
sterling  jumped  at  the  chance  to  convert,  and  the  proceeds 
of  the  U.S.  loan  were  wiped  out  by  March,  1948.   While 
England's  balance-of-payments  position  had  strengthened  by 
mid-1949,  members  of  the  sterling  area,  finding  their 
current  accounts  in  deficit,  began  to  draw  on  the  dollar 
pool  in  London.   Speculation  about  devaluation  began,  and 
the  difficulty  of  preventing  speculative  capital  movements 

under  such  conditions  again  became  apparent.   On 
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September  18,  1949  the  pound  was  devalued  to  32.80. 

In  the  meantime,  the  O.E.E.C.  had  been  attempting 

to  reduce  trade  restrictions  and  improve  the  adjustment 

75 
mechanism  among  its  members.     The  clearing  agreements  of 
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See  Lloyd  A.  Metzler,  "Exchange  Rates  and  the 

International  IVlonetary  Fund,"  International  Dlqne^tary 
Policies,  Postiyar  Economic  Studies  No,  7  fuTashington : 
Board  of  Governors  of  the  Federal  Reserve  System,  September, 
1947),  pp.  38-41, 

See  E.  Victor  IVlorgan  in  his  revision  of 
Feavearyear,  The  Pound  Sterling  .  .  ,  ,  2d  od.,  pp.  414-17; 
Yeager,  pp.  378-33;  Gottfried  Haberlor,  Currency 
Convertibility,  National  Economic  Problems  No.  451  (New 
York:   American  Enterprise  Association,  1954),  pp.  16-18; 
Philip  Bell,  The  Sterling  Area  in  the  PostujarjAlorld  (Oxford: 
Clarendon  Press,  1956)',  ppT  r3-54;  Brian  Tew,  International 
Wonetary  Co- Operation,  1945-63  (7th  ed.;  London: 
Hutchinson  &    Co.,  1963),  pp.  151-92;  R.  G.  Hawtrey,  Towards 
the  Rescue  of  Sterling  (London:   Longmans,  Green,  1954"), 
pp.  1-72;  and  A.  R.  Conan,  The  Problem  of  Sterling  (London: 
Macmillan,  1966),  pp.  1-66.  '"        ^ 

75 

Ul.    M.    Scammell,    International    Monetary   Policy 

(London:       Pdacmillan,    1957),    pp.    26'4-78;    Raymond    F.    filikesall, 
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the  D.E.H.C^  pi-o'v/ed  inadcquato  and  they  I'.'ni-B  replaced  by 
the  European  Payments  Union  (iC.P.U.)  in  1950,     The 
experience  of  the  E.P.U.  has  obvious  in-.pli  cations  for  the 
contefriporary  question  of  houj  tc  allocate  newly  crE;ated 
reserun  assets  srnong  countries.   Llndc-^r  the  European  Payments 
Union  Agreement  any  msmber  country  would  provide  its  own 
currency  to  any  other  member  who  needed  it  for  purposes  of 
maintsinino  a  stable  oxctiange  rate.   The  bilateral  debts 
and  credits  of  each  inernber  would  be  reported  monthly  to  the 
Union  I'jhere  the  bilateral  claims  of  all  members  would  bn 
consolidated  and  netted  aciainst  each  other..   Still  all  net 
claims  did  not  have  to  be  settled  in  tjold  or  dollars.   Each 
rnsnber  was  assigned  a  quota,  and  surplus  countries  uere 
requir.-id  to  grant  credit  in  amounts  of  up  to  one-fifth  of 
their  quotas  to  countries  in  deficit  v.'ith  the  Unien,.   After 
the  one-fifth  quota  limit  u;as  reachied,  net  deficit  positions 
had  to  be  settled  uith  an  increasing  percentage  of  gold» 
Under  this  arrangement  there  proved  to  bo  a  strong  tendency 
on  the  part  of  some  members  to  run  up  deficits  which  were 
guaranteed  to  be  covered  by  other  Union  members.   In  195^ 
the  Union  Agreement  was  modified  so  that  all  debit  positions 


r  ore  i  q  n_  Ex  c  h  a  n  q  e  .  i  n  the  _P.o  s  t '.u  a  r  jAl  or  Id  (New  York:  Twentieth 
Century  Funri7  T954T7  PP.  "l  00-17:  and  Robert  Triff.in,.  Europe 
'^^'1  ^il^ ''^££1^-X  ^''i'-iddle  (Meui  Haven:   Yale  University  Press, 

Tg'B?"),  pp.  i4G-7f97 

Its  fDcmbers  were  Austria,  Belgiuir.-Luxe;i;bnurg, 
Denmark,  rrariccj  Germany,  Croeue,  Iceland,  Italy,  the 
Netherlands,  Norway,  Portugal,  Sweden,  Swit?erland,  Turkey, 


the  United  Kingdom,  and  Ireland 
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u.'iihin  the  quotos  had  to  bo  covered  by  a  5C  percent,  gold 

.    77 
payrTient. 

On  December  27,  1958  most  of  the  mninbcr  countries 

restored  the  external  convertibility  of  thoir  currencies. 

Accordingly,  the  E.P.U.  was  dissolved  and  the  European 

7R 
Monetary  Agreement  automatically  caive  into  effect. 

77 

For  a  more  detailed  discussion  of  the  European 

Payments  Union  and  its  operations  sees   Robert  Triffin, 

The   I'Jorld    fiioney    H'iaze    (New   Haven  j      Yale    University    Press, 

To&ry,    pp.    441. .A7;    European   Payments    Union,    r.irj3j:_ Annual 

Report    of   theji'ianaginq    Board, _^  1  st    Ju  1  y  ,.1..9 50_  ~_  J D t h^  June  J  9 51 

XParis  :       Drgcinization  Tor   European    Economic    Co-operstion," 

August,  1951),  pp.  11-20;  Randall  Hinshaw,  Jo'f-'g'Jld  European 

C  o  ny  e  r  t  i  b  .1 1  i  t  y  ("Essays  in  International  Finance, ''No,  31; 

Princeton:  '  pTinceton  University  Press,  IMovemher,  1958), 

pp.  12-25;  A  Euiopean  Payments_  Union  and  the  Joules  o_f 

Gcmmercisl  Policy  to  "Ee  Folloi-jed  by  TOember  Coup t r i. e s  ( f ' s r i  ;^ : 

Organization  for  European  Econoraic  Co-operation,  1950); 

J.  E.  f'leade,  The  Atlantic  Community  and  the  Dollar  Gap 

(London;       Friends    of    the   Atlantic   Union,    1~9  54),    pp.    9-12; 

^•^^  pitl^sct^i-V^ss^fpr  the  Application  of  the  Agreomsnt  for_th8 

Establishment  of  a  European  Payments  Union,  Decision  of  the 

Council  of  07"E.TrcT''of~l0'th'"  August  1954,  as  Amended  "up  to 

3C[t.j;i  _ Juje  JJS 54  "('f-'ari's:   Organization  for  European  Economic 

Co-operation^,  June,  1954). 

7R 

The  European  fuonetary  Agreement  and  the  insti- 
tutions formed  under  it,  the  European  Fund  and  the 
filultileteral  System  of  Settlements,  seem  to  have  been 
relatively  insignificant  factors  in  the  postwar  monetary 
history  of  Europe.   HoLuaver,  the  interested  reader  is 
referred  to:   Organization  for  European  Economic  Co-operation 
fTiemorandum  of  the  Secretary-General.  P r o  1  o n_c[ a t i o n  of  t^hie 
European  Payments  Union  to  30th  June  1 956  and  Adopti o n__o_f^ _a_ 
Eu^r  op  ea  n_  Jl\gn  gt^^r  y  A  g  reeme  n  t  (Paris  j   Organization  for" 
European  Economic  Co-operation,  August,  1955),  pp.  14-36. 
Also  see  Robert  Triffin,  The  Future  cf^the^ European  Payments 
System,  Wick  sell  Lectures~XsTockholm :   Wick  sell* Lecture 
Society,  195B),  pp.  37-43;  European  Payments  Union,  Fi_ft_h 
Ann u £  1_  jep 9.FA'^ PX  ^I"!.?..  !!}rD §-9i  15.. §S!?. K^.f...  f  i na n c ial_  Year  1  9 54 - 5 5 
(Paris:   Organization  for  European  Eccnom'ic'  Co-opera! 
1955),  p.  5D;  and  D i re c t i v' b s^  f o r^  _t h e___A£p  11  cat io r^^^o f  _J^h e 

) e c is i o n_  0 f~  t" ^R  "C o u n_c i  1  _  o_f 


:!U   ot.;;c;   ni-ucj.1,   IXXIIJ.M,   1  '  o   r  u  u  u  J.  f:^  ,  r      -  -         .  u  1  u  p  tz!  a  I  I   I-'  o  y  i :  I  fc 

stem,    Wick  sell    Lectures~XsTockholm  :       Wicks"em,ecture 
;iBty,    195B),    pp.    37-43;    European    Payments   Union,    Fi_ft_h 
Tu £  1_  jep 9.FA'^ PX  ^I"!.?..  !!}rD §-9i  15.. §S!?. K^.f...  f  i na n c ia  1  _  Yb a r  J  9,54 ;;• 
3ris:      Organization    for   European   Eccnom'ic'  Co-opera'- ' -^^ 
55),    p  .    5D  ;    and    D  i  re  c  t  i  v'  b  s^  f  o  r^  _t  h  e___A£p  11  cat  io  r^^^o  f    ' 
L- ■-■  J? 0 p e a n    JVi o nejb a_r y_ jAo rE;Gment ,    Decision    oJ~_t he_^ JC our, ciT 
P^.C_E'"Q1    9^  29th "juTy    -r9  55    (Paris:       0 r g a n i z a t fo n    for 
European    Economic  'CcT-operation,    1955),    pp.    8-10. 
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Through  this  process  of  evolution  and  changing  legal 

79 
agreements,  the  sterling  area  has  continued  to  exist. 

When  convertibility  was  restored  in  1958,  the  pound  was 

stabilized  in  terms  of  dollars,  not  gold.   But  with  the 

dollar  being  defined  in  terms  of  and  convertible  into  gold, 

the  pound  was  indirectly  stabilized  in  terms  of  gold.   Two 

significant  institutions  both  referred  to  as  "pools"  grew 

out  of  this  arrangement.   The  so-called  dollar  pool  is  the 

stock  of  dollar  claims  held  and  managed  by  the  Bank  of 

England,   Because  the  sterling  area  members  hold  a  large 

portion  of  their  reserves  in  sterling  and  do  much  of  their 

international  banking  in  London,  earnings  of  foreign 

currencies  including  dollars  are  generally  exchanged  for 

sterling  claims  at  the  Bank  of  England.   The  members  of  the 


'^The  natural  evolvement  of  the  sterling  area  and 
its  raison  d'etre  have  been  well  documented.   See  the 
following:   A.  C.  L.  Day,  The  Future  of  Sterling  (London: 
Oxford  University  Press,  1954) ;'  Paul  Louis  Jean  Bareau,  Jhe 
Sterling  Area;   '>lhat  It  Is  and  How  It  I'Jorks  ("British 
Commonwealth" Affairs, "  No.  3;  London:   Longmans,  Green  4 
Co.,  1948);  Th e  Pound  Sterlinq_and  Sterling  Area  Af t e r 
Ulorld  UJar  Il"X"M°^"  York  University  Publications:   Institute 
of  International  Finance  Bulletin,"  No.  140;  New  York: 
New  York  University  Press,  1945);  Dennis  H.  Robertson, 
Britain  in  th^World  Economy  (London:   George  Allen  &  Unwin, 
1954),  pp.  32-'5'2;  Bell,  passim;  A.  R.  Conan,  The  Rationale 
of  the  StRrling  Area  (London:   (Ylacmillan  i  Co.,  1961"^;  Roy 
Harrod,  The  Pounds  Sterling  ("Essays  in  International 
Finance,"  No.  13;  Princeton:   Princeton  University  Press, 
1952);  S.  I.  Kat-r,  "Sterling  Instability  and  the  Postu.ar 
Sterling  System,"  Review  of  Economics  and  Statistics,  XXXVI 
(February,  1954),  81-S7;  Paul  Louis  Jean  Bareau,  The"  Future 
of  the  Sterling  System  (London:   Institute  of  Economic 
Affairs,  1956");  feavel^rycar,  passim;  HawtrRy,  Towards  the 
Rescue  .  ^  .  ;  Peter  B.  Kenen,  British  ftlpnetary  Policy  and 
the  Balance  of  Payments  1951-1957  ("Camoridge:   Harvard 


University  Press,  I960;;  and  R.  G.  Hawtrny,  The  Pound  at 
Home  and  Abroad  (London:   Longmans,  Green  4  Co., Ltd.,  1961) 


area  droui  against  this  pool  to  obtain  dollar  clairnB  nGedod 
to  settle  obligations  with  non-msraber  countries  requiring 
dollar  paymerits. 

The  othar  "pool"  was  the  so-called  Group  of  Ten's; 
London  gold  pool.   This  was  a  pool  of  currencies  made 
availabls  for  stabilizing  the  price  of  gold  in  the  London 

gold  market*   The  gold  losses  which  occurred  were  shared 

80 
among  the  group  members  on  a  quota  basis. 

While  the  gold  pool  no  longer  exists,  the  sterling 

area  doeSc   It  is  continually  plagued  by  the  problems  of 

speculative  flows  from  one  form  of  international  reserve 

to  another.   The  problem  luas  summed  up  in  a  memorandum 

submitted  by  Her  ii'iajesty's  Treasury  to  the  Radcliffe 

Committee  : 

World  trade  depends  upon  an  ade'-uate  payments 
mechanism.   It  is  vital  to  the  United  Kingdom  that 
such  a  mechanism  should  be  maintained,  both  br-cause 
of  our  national  interest  in  world  economic  progress 
and  because  of  our  dependence  on  international 
trad3.   Sterling  plays  the  major  role  in  this,  and 
there  is  no  substitute  for  it.   Certain  particular 
advantages  flow  from  this  position  of  sterling. 
First,  United  Kingdom  citizens  because  they  are 
able  to  use  their  own  currency  over  a  large  part 
of  the  world,  are  themselves  saved  the  inconveniences 
of  operating  in  foreign  currencies,  and  they  have 
access  to  vital  raw  materials  on  the  most  favourable 
terms  on  the  commodity  markets  established  in  the 
United  Kingdom,   Second,  sterling  as  an  international 
currency  brings  similar  advantages  to  the  other 
members  of  the  sterling  area  and  to  the  commoniusalth 
as  a  whole.   Finally,  the  banking,  insurance  and 
similar  transactions  carried  out  in  London  based 

See  Charles  A,  Coombs,  "Treasury  and  Fed<^'ral 
Reserve  Foreign  Exchange  Doerations  and  the  Gold  Pool," 
Federal  Rec^erve  Bulletin,  L,  Mo.  3  (March,  1964),  29A-307. 
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upon  the  international  character  of  sterling  are 
in  themselves  profitable. 

But  the  counterpart  of  these  advantages  is  the 
greater  risks  to  which  lue  are  exposed  frorn  the 
considerable  sterling  balances  which  other  countries 
hold.   Whenever  doubt  is  cast  on  our  solvency  these 
balances  come  under  pressure,  thus  tending  to 
aggravate^the  very  situation  that  caused  the  doubts 
to  arise 


'B1 


The  dollar  as  a  postujar  key  currency  and  soirie  ad  h oc 
measures  taken  to  protect  it. —  Immediately  folloujing  World 

War  II  the  U.S.  dollar  was  tlie  only  major  currency  which  ivas 

82 
fully  convertible.     Even  though  tlio  United  'States 

transferred  over  S33  billion  of  goods  end  usrvices  exclusive 

of  military  items  to  the  rest  of  the  world  through  gifts  end 

loans  between  19A6  and  19535^-^  this  period  has  often  been 

described   as    one    in    luhich    the    rest    of    tlie    world    suffered   a 

DA 

"dollar  shortage,"     The  definition  of  a  dollar  shortage, 

81 
'Great  Britain,  Her  Majesty's  Treasury  Committe;;  on 

the  Working  of  the  monetary  System,  "The  Sterling  Area," 

££i-Q£ifl£.i__((iEj2£ran_^d a_         ce,  V/ol.  I,  pars,  6,  9 

'(Au'g"ust,'l9  59).   Also  sec  Great"  Britain,  Par^lia^TonJif'i'y 

£5.!.?_?.rs,  Cmd,  827,  August,  1959,  "Report  of  the  Cfommfttee 

on  the"  Working  of  the  fi^ionetary  System  (The  Radcliffe 

Committee  Report),"  pp.  224~68c 

DO 

"The  United  States  was  still  under  the  obligation 
arising  from  the  Gold  Reserve  Act  of  1934  to  convert' 
official  foreign  dollar  holdings  into  gold  at  K35  an  ounce. 

n -7 

St£f  £_P  a  9_er_5_Pr  escnted  _t^D  the  Co  mm  is  5;  ion  on 

(Wasliington;   U.S.  Government  Pointing  Off ic'o, "February, 
^9bc^),    pp.  6-22. 

84 

For  a  detailed  discussion  of  the  dollar  shortage 
£.ce:   Charles  P.  Kindleborgor ,  The_p^llar  _S^hortac!e  (Now 
York;   The  Technology  Press  of  rriri.T.7x  John^Wiley  &  Sons, 
Inc.,  1950);  Charles  N.  Henning,  I nt or na t i ona 1  F i na nee 
(New  York:   Harper  &  Bros,,  1958)7  pp.  391 -41 6;  Roy  Harrod, 
"Imbalance  of  International  Payments,"  International 
rionetary  Fund  Staff  Papers,  III  (April,  19"537,  1-467"  Elliot 
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the  actua],  existence  of  such  a  shortsge,  and  its  duration 
have  been  thoroughly  deb^itsd.  '   Hoi'jever,  tv.'o  things  seem 
c.l.Gayi   (l)  foreign  countries  were  not  building  up  reserves 
in  the  form  of  dollars  to  any  large  extent  in  the  late  ig^O's 
and  oarly  1950's  and  (2)  the  practical  urgency  of  the 
problem  was  eliminated  by  ths  continuing  U.S.  balance-of- 
paynents  deficits  ivhich  began  in  1950, 

The  persistent  deficits  in  the  U.S.  balance  nf 
payments  were  at  first  ijelcomod  as  a  means  luhereby  the  rest 
of  the  uorld  could  rebuild  reserves  iihich  the  uiar  and  postwar 
reconstruction  had  depleted.   However,  in  the  latter  1950*s 
uidesproad  concern  over  the  continuing  U.S.  deficits  arose. 
The  situation  uas  stated  succintly  in  President  Kennedy's 
1951  White  House  Tdessage  on  thie  balance  of  payments  and 
gold  outflow: 

Zuppnick,  B ri t a i n s  P o s t w a r  Dollar  Problem  (New  York: 
Columbia  University  Press,  1  gTrTyfOonald  MacDougall,  Th£ 
World  Dollar  Problem  (London:   Macmillan,  1957);  r^^droslav  A. 
Kri2,  Pos^tivar_In;rgrnat  ("Essays  in  Inter- 

national F'inanc'e,''^  No.^S;  "PrinceToriT  Princeton  University 
Press,  Spring,  1947);  and  Erik  Hoffmeyer,  Dollar  5 h or tags  and 
the  Structur^a  of  U .JS ._  Fore i g n  T r a d e  (Copenhagen:   Ejnar" 
MunksgaardT  19587,  pp.  11-206. 

85 

Charles  P.  Kindleberger,  "The  Dollar  Shortage 

Revisited,"  AT'lg^icap  _Econ_onTic^J^£\n^j3i£  XLVIII  (June,  1958), 

3B8-95;  Raymond  "fT  filikesell ,"  "Dollar  Shortage:   A  fHodern 

Myth,"  Jpu_rnjiJL^  of_PqUU^cal_EcQjriomj/,  LXVII  (June,  1959), 

307-309;  "Donald  Ma c D o u g a  11 ,  j^ g_Do n ?^_f  roblj mj__A 

Reappraisa^l  ("Essays  in  International  Finance,"  No»  35: 

Princeton:   Princeton  University  Press,  fvovamber,  1960);  and 

A.  R.  Conan,  "The  United  States  Balance  of  Payments  in 

1968,"  Statement  in  Jhe  ,  United  St_ste_5_  Balance  of  Payments^ 

Statements  by  Economists, Bankers, ^  a n d  0 i;-,h e_r g._o n  the 

Br ook ixi qs  _I ns ti tu t i on  Study,  Prepared  for'  the  Joint  Economic 

Committee,  BSth  Cong. ,  1st  Sess,,  1963,  pp„  99-104. 
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For  thG  past  decade  our  international 
transactions  havo  resulted  in  a  deficit.  .  .  . 
The  surplus  of  our  exports  over  our  imports  .  .  , 
has  not  been  large  enough  to  cover  our 
expenditures  for  United  States  militery  establish- 
ments abroad,  for  capital  invested  abroad  by 
private  American  businesses,  and  for  Qovernrnent 
economic  assistance  and  loan  programs.   All  of 
these  outlays  are  essential.  .  .  , 

.  .  .  this  groiuth  in  dollar  holdings  placed 
upon  the  United  States  a  special  responsibi lity-- 
that  of  maintaining  the  dollar  as  the  principal 
reserve  currency  of  the  free  world. 

In  1958  and  1959  the  deficit  in  our  balance 
of  payments  sharply  incrGasdd--to  S3. 5  billion 
in  1958  and  to  S3.S  billion  in  1959.  .  .  . 
However,  in  these  years,  unlike  the  period 
1951-57,  the  deficit  resulted  in  large  transfers 
of  gold  to  foreign  accounts  as  well  as  a  further 
increase  in  foreign  dollar  holdings.   These  gold 
transfers  ,  ,  ,  reflect  a  decision  by  foreigners 
to  take  more  of  their  earnings  in  gold  and  to 
hold  less  in  dollars. ^'^ 

The  United  States  has  responded  to  the  continuing 
deficits  and  gold  uutfloijs  primarily  uith  stopgap  measures 
rather  than  applying  the  "classical  medicine"  of  more 
restrictive  monetary  and  fiscal  policies.   These  measures 
have  primarily  been  aimed  at  warding  off  crises  rather  than 
eliminating  the  inherent  instability  of  the  present  inter- 
national mofietary  system  which  is  at  the  root  of  the  crises. 
Furthermore,  many  of  the  measures  taken  tend  to  exert  a 
restrictive  influence  on  international  trade  and  capital 
movements. 

The  first  major  stopgap  measure  was  initiated  in 
19G1  when  the  Federal  Reserve  System  began  to  make  reciprocal 


U.S.,  President  (Kennedy),  Message  from  the 
£ ? esident  Rel ati v e_t o  U.  5_,  Da lajn c e  of  payments  and  the 
G  ol.  d  OLiTvTouT'f  r  o  in"  t  iTe  U  n  i  t  e  d  "  S  t  a  t'e  s ,  87  th  Cong.,  1st  5  ess. 
February  6,'l9iri,  House  Tj~jc,""B4',  pp.  1-3. 
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currency  arrangements  with  other  major  central  ban!<s  in  an 
attempt  to  rnininuze  U.S.  gold  losses.   These  swap  arrange- 
ments are  bilateral  agreements  which  create  reciprocal 
stand-by  lines  of  credit  whereby  a  central  bank  obligates 
itself  to  exchange  on  request  its  currency  for  that  of"  its 
partner  central  bank  up  to  some  designated  amount  for  a 
specific  period.   The  swap  transactions  are  aliiiays  reversed 
at  the  original  exchange  rate.   For  exanple,  the  Federal 
Reserve  can  use  its  credit  line  and  obtain  from  a  foreign 
central  bank  a  claim  on  that  bank's  currency.   The  Federal 
Reserve  can  excliange  the  foreign  currency  claims  so  acquired 
for  dollar  claims  already  held  by  the  foreign  central  bank 
partner.   The  foreign  central  bank  will  thus  hove  exchanged 
dollar  claims  which  vjere  subject  to  the  risk  of  a  cl';anga 
in  the  exchange  rate  for  dollar  claims  with  an  exchange 
guarantee.   When  pressure  against  the  dollar  is  eased,  the 
Federal  Reserve  must  accumulate  a  large  enough  amount  of  the 
foreign  currency  involved  to  repurchase  the  dollars  held 

by  the  foreign  central  bank  partner  and  liquidate  the 

87 
swap. 


^ '^Federal  Reserve  Bank  of  Atlanta,  '"Central  Bank 
Siuaps~"A  Bulwark  of  International  Monetary  Cooperation," 
f^onthly  Review,  December,  1957,  pp.  162-67, 

it  should  be  noted  that  the  Federal  Reserve 
reciprocal  currency  arrangements  smounted  to  S7.06  billion 
as  of  filarch  S,  1968,   Charles  A,  Coombs,  "Treasury  and 
Federal  Reserve  Foreign  Exchange  Operations,"  Federal 
B^£X-^L°^ Bulletin,  LIV,  No.  3  (fflarch,  1958),  268.   Also 
see  U.S.,  Treasury  Department,  Maintaining  th e  S t r e n_g t h 
of  the^  Unit Rd_Stat_e_s^  Pol lar  in  a  S'trona'Free  World  Economy , 
January,  1968,  'pp'J  22~23" 
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If  the  prt^ssures  on  the  dollar  arc  longer  lasting 
than  the  duration  of  the  swap  agrBements,  the  Treasury 
must  acquire  the  necessary  foreign  currency  claims  by 
the  sale  of  gold,  I .  fO .  F .  drawings,  cr  through  the  sale  of 
so-called  Roosa  bonds.   Roosa  bonds  are  medium-tei^m 

obligations  of  the  U.S.  Treasury  which  are  norriially 

68 
denominated  in  the  cunency  of  the  purchasing  country. 

Another  major  step  to  protect  the  dollar  came  in 

the  form  of  the  Interest  Equalization  Tax.   This  tax, 

effective  July  19,  1963,  was  specifically  imponeri  to  increase 

by  1  percent  per  year  the  cost  of  long-term  capital  funds  in 

the  U.S.  capital  markets  to  borrouiers  in  foreign  indus- 
89 


The  tax  is  currently  imposed  at  an 
90 


trialized  countries. 

annual  rate  equivalent  of  1.25  percent. 

The  Interest  Equalization  Tax  was  supplemented  in 
February,  1965,  by  the  Voluntary  Cooperation  Program  for 
business  firms.   This  program  uias  basically  a  request  for 
U.S.  firms  to  attempt  to  achieve  greater  net  exoorts,  return 
more  foreign  earnings  to  ttie  U.S.,  and  to  postpone  direct 


The  amount  of  these  nonmarketable  U.S.  Treasury 
Bonds  and  Notes  held  by  official  institutions  of  foreign 
countries  totalled  %'\,A19    million  as  of  February,  196E}. 
Board  of  Governors  of  the  Federal  Reserve  System,  Federal 
Reserve  Bulletin,  LIV/,  No.  3  (march,  1968),  A-7/4. 

^  '-^  U .  S .  ,  Statutes  at  Largs ,  L  X  X  W  11 1  ,  S  6  3  .   This  w  a  s 
extended  to  cover  bank  loans  of  more  than  one  year's 
maturity  in  February  of  1965.   See  U.S.,  S^tjrU)tes_aJt_  Larvae . 
LXXIX,  243. 
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U.S.,  T V f : a s u r y  D a p a r  t m e n t ,  Main taininq  t h_e 


Strength  .  .  .  ,  p.  150. 
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InvestfTient    in    developed    countries.  The    Voluntary    Foreign 

Credit  Restraint  Program  for  banks  and  other  financial 
institutions,  announced  at  the  same  time,  requested  that 

these  institutions  not  exceed  specific  ceilings  in  their 

92 
foreign  loans  and  investments.     On  the  1st  of  January, 

1968,  an  executive  order  transformed  the  Voluntary 

Cooperation  Program  for  business  firms  into  a  mandatory 

program  but  greatly  reduced  the  amount  of  capital  outflow 

93 

allotued.     Among  the  provisions  of  this  executive  order 

were: 

1,  that  a  moratorium  would  be  placed  on  any  neuj 
capital  outflows  from  the  United  States  for  direct  invest- 
ment into  the  highly-developed  countries,  principally  those 
of  Western  Europe; 

2,  that  for  the  less-developed  countries,  taken 
as  a  group,  U.S.  companies  may  not  make  a  combination  of 
annual  new  direct  investment  and  investment  of  retained 
earnings  which  exceeds  110  percent  of  their  average  annual 
new  direct  investment  which  took  place  in  these  countries 
during  the  1955-65  period; 


U.S.,  President  (L.  B.  Johnson),  "Reviewing  the 
International  Balance  of  Payments  and  Our  Gold  Position," 
|V1essa9e  from  the  President  of  the  United  States  Relative  to 
Review  of  International  Balance  of  P ayments  and  Pur  Gold 
Position,  89th  Cong.,  1st  Sess,  ,  Feblruary  10,  1965, 
House  Doc.  83. 

^^Ibid.,  pp.  2-6. 

Q3 

"Executive  Order  11387  Governing  Certain  Capital 

Transfers  Abroad,  January  1,  195S,"  Weekly  Compilation  of 

Presidential  Documents,  l\J ,    No.  1  (January  6,  1958),  25-27. 


3,   for  B  certain  group  of  countries  whicfi  include 
Canada,  Japan,  Australia,  New  Zealand,  the  United  Kingdom, 
and  some  of  the  oil-producing  countries,  U.S.  companies  are 
allowed  to  rake  any  combination  of  annual  neu  direct  invest- 
ment or  reinvestment  of  retained  earnings  which  does  not 
exceed  65  percent  of  their  average  annual  direct  investment 
plus  their  reinvestment  of  earnings  which  took  place  in 
1965  and  1565.^^ 

In  January,  1968,  the  guidelines  issued  under  the 
1965  Volunt'ary  Foreign  Credit  Restraint  Program  were 

revised  to  further  restrict  U.S.  lending  abroady  especially 

95 
tc  the  countries  of  Western  Europe.     Furthermore;  the 

PreEidentj  by  granting  the  Board  of  Governors  authority  to 

make  the  guidelines  mandatory,  in  essence  imposed 

95 

di  scrirnincitory    exchiange    controls. 

9  A 

Ibid_.   It  should  also  be  noted  that  this  order 

imposed  mandcitory  repatriation  requirements  u[3on  U.S.  firms. 

9  S 
'See  Board  of  Governors  of  the  Federal  Reserve 

System,  "Revised  Guidelines  for  Banks  and  Nonbank  Financial 

Institutions,"  Federal  Reserve  Bulletin,  LIV,  No.  3 

(ii'larch,  1968),  257-65. 
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The  President  ordered  these  measures  be  taken 

by  virtue  of  the  power  vested  in  him  by  sec.  5b  of  thie  act 

of  October  6,  1917  as  amended  (U.S.,  Code,  Vol.  XII,  gSa) 

and  the  national  emergency  declared  on  December  15,  1950. 

The  amended  1917  act  declares  that  "During  time  of  iiar  or 

during  any  other  period  of  national  emergency  declared  by 

the  President,  the  President  may,  through  any  agency  that 

ho  may  designate,  or  otherwise,  investigate,  regulate,  or 

prohibit,  under  such  rules  and  regulations  as  he  may 

prescribe,  by  moans  of  licenses  or  otherwise,  any 

transections  in  foreign  exchange,  transfers  of  credit 

betii.ec;n  or  payments  by  banking  institutions  as  defined  by 

the  President..  ..."   U.S.,  C£c!£,  Vol.  XII,  95a.   Also 

Bv.v    U.S.,  President  (Truman),  P  r  o'c  1  a  m  a  t  i  o  n  N  o .  ?  9 1  A  , 
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These  policy  nusasures  notwithstanding  another  crisis 

for  the  international  monetary  system  and  the  dollar  was 

97 

set  off  by  England's  devaluation  in  November,  1957.     By 

early  1963  speculation  against  the  dollar  rnounted  to  such 

an  extent  that  on  I^larch  14  the  day's  turnover  of  gold  in 

98- 
the  London  market  was  reported  at  5440  million.     As  a 

result,  the  London  Gold  Fiarket  was  closed  and  on  ularch  17th 

the  governors  of  the  central  banks  of  the  Gold  Pool  Nations 

released  a  press  statement  which  included  the  following 

points; 

.  ,  .  the  U.S.  Governrent  will  continue  to  buy 
and  sell  gold  at  the  existing  price  of  S35  an 
ounce  in  transactions  with  monetary  authorities. 

The  Governors  agreed  to  cooperate  fully  to 
maintain  the  existing  parities  as  well  as  orderly 
conditions  in  their  exchange  markets  in  accovdance 
with  their  obligations  under  the  Articles  of 
Agreement  of  the  International  (Vionetary  Fund,   The 


2ll£SIi)liilL„Jl^-jL, J ? ,50;  Proclairinq  the  Existence  of  a  National 
ErnerQer-Tcy  ,  1  9  50T" 

It  should  also  be  noted  that  exchange  controls 
affecting  the  individual  U.S.  citizen  have  also  been  imposed, 
For  example,  Executive  Order  11387  of  January  1,  1968 
declared:   "1.   (a)  Any  person  subject  to  the  jurisdiction 
of  the  United  States  who,  alone  or  together  with  one  or  more 
affiliated  persons,  owns  or  acquires  as  much  as  a  ^0% 
interest  in  the  voting  securities,  capital  or  earnings  of  a 
foreign  business  venture  is  prohibited  on  or  after  the 
effective  date  of  this  Order,  except  as  expressly  authorized 
by  the  Secretary  of  Commerce,  from  engaging  in  any  transfer 
of  capital  to  or  within  any  foreign  country  or  to  any 
national  thereof  outside  the  United  States,"   L^Jeekly 
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See  First  National  City  Bank  of  New  York>  "General 

Business  Conditions,"  l!l2I}.l-J2ijL.£n,°Jl°^'^i^  Le.ii£L»  December, 

1967,  pp.  133-36  and  First  National  "Ciuy  Bank  of  New  York, 

"Sterling  Devaluation  and  Its  Aftermath,"  i_bi_d .  ,  pp.  136-38. 
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"Gold  Trading  is  Halted  in  London  for  Today: 

Federal  Reserve  Lifts  Discount  Rate  to  ^%,"    ThejAJalJ.  Strecjt 

Journal ,  fOarch  15,  1968,  p.  3. 
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Governors  believ/ed  that  henceforth  officially- 
held  gold  should  be  used  only  to  effect  transfers 
among  monetary  authorities,  and,  therefore,  they 
decided  no  longer  to  supply  gold  to  the  London 
Gold  (^'larket  or  any  other  gold  market .  .  ,  . 
They  no  longer  feel  it  necessary  to  buy  gold  from 
the  market.   Finally,  they  agreed  that  henceforth 
they  will  not  sell  gold  to  monetary  authorities 
to  replace  gold  sold  in  private  tnarkets,^^ 

This  action;  of  course,  resulted  in  a  two-tier  price  system 

for  gold.   The  continued  existence  of  such  s  system  is  at 

best  very  uncertain. 

Summary 
The  international  monetary  system  which  exists  today 
is  basod  on  a  gold-exchange  standard,  but  a  gold-exchange 
standard  which  differs  in  many  luays  from  those  of  the  past. 
Today  the?  objectivfis  of  economic  policy  inc'iurle  only 
inr,';>  3;  ectly  the  maintenance  of  the  gold  value  of  the  currency, 
The  objectives  of  stable  price  levels,  higli  levels  of 
employtnent  and  production  as  well  as  a  sustained  high  rate 
cf  economic  growth  are  now  given  priority.   Nevertheless, 
the  essential  characteristics  of  the  gold-exchange  stand'-ird 
still  exist  as  is  exemplified  by  the  fact  that  at  the  end 
of  Decerrber,  1967,  U ,  fj .  liquid  liabilities  to  foreigners 
totalled  almost  Si  6  billion,  $^  ^\    billion  of  wl-.ich  ujas  held 
by  official  foreign  institutions,  while  U.5.  gold  reserves 


5^ "Text  of  Statement  by  Governors  of  Central  Banks,' 
IdL^^JilPJiiiLj^ni^  iiiyill'  CLXXI,  No.  3911  (f-^arch  25,  196H),  10, 

it  shouTd  be  noted  that  on  March  18,  1968  the 
United  States  eliminated  the  requiremQnt  that  each  Federal 
Reserve  Bank  hod  to  maintain  reserves  in  the  form  of  gold 
certificates  of  not  less  than  25  percent  of  its  Federal 
Reserve  Notes  in  circulation.   U.S.,  5t-jti.£tes_  at  Large, 
LXXX,  269. 
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amounted  to  approximately  Si  2  billion.      HowEver,  the 
present  systein  is  based  on  a  two-tier  price  system  Per 
gold.   The  system  is  furthermore  bolstered  by  numerous 
bilateral  ad  hoc  agreements  most  of  which  take  the  form  of 
credit  lines  extended  for  short  periods  of  time  only. 
Finally,  the  persistent  deficits  in  the  U.S.  balance  of 
payments  haue  resulted  in  exchange  restrictions  being  imposed 
on  the  U.S.  dollar,  the  major  key  currency  of  the  present 
international  monetary  system. 

That  these  measures  were  deemed  necessary  is 
indicative  of  the  basic  v/ulnerability  of  the  present  inter- 
national monetary  system  to  speculative  expectations  of 
possible  changes  in  gold  prices  and  exchange  rates.   It 
should  thsrefore  be  apparent  that  before  any  plan  to  modify 
the  present  international  monetary  systorn  is  adopted, 
careful  consideration  should  be  given  to  its  likely  effect 
on  world  expectations  about  the  future  character  of 
international  monetary  reserves. 
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CHAPTER  II 


THE  DILEI'IMA  OF  THE  PRESE'JT  INTERWATIDNAL  MONETARY  SY5TE,"«1: 
A  POSSIBLE  SOLUTIDrj  AfJD  A  QUESTIDtyl  THAT  MUST 
BE  DEALT  WITH 


A  question  of  cuiTGnt  concern  is  ivhather  nr  not  the 
future  need  for  intKi-national  resRrvcs  will  be   cidequatB-ly 
provided  for  under  existing  intBrnati onal  monotary  arrange- 
rnents.   An  amount  of  international  reserves  can  be    inadttQuate 
in  t\\e    sense  that  it  is  too  Brnall  to  r>upport  an  incrcasn  in 
international  trarieactiortSc   In  order  to  focus  on  tnis 
possibility  assurns  that  the  present  amount  of  inturnati  onal 
rcscrvea  is  at  an  Dptimum  level  relative  to  the  current 
level  of  international  transactionr..   Under  such  u  ronditi(jnj 
if  additional  real  international  transactions  are  to  be 
f orthcoriii.uj,  they  must  be  accompanied  by  an  Increase  in 
international  reserves  barrinc)  any  decrease  in  price  levels 
and/or  irnprovenisnt  in  the  ba3  ance-of  "pay.tients  adjustrrient 
mechanism  and/or  improvement  in  the  international  money 
mechaniom.   This  proposition  is  analagous  to  the  concjusion 
dratjn  from  an  'application  of  the  quantity  theory  of  money 
to  a  domestic  econoiiiy  (i.e.,  unless  the  price  level  falls, 
or  the  velocity  of  money  increases,  or  the  payment  system 
becori.es  more  efficient,  additions  to  the  ii.eney  supply  id. 11 
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be  required  in  order  to  support  a  larger  volunne  of  real 
transactions).   While  the  proposition  that  a  direct 
relationship  exists  between  the  required  level  of  inter- 
national reserves  and  the  volume  of  international  trans- 
actions may  be  acceptable  to  most  students  of  the 
international  monetary  mechanism,  there  is  by  no  means 
agreement  about  how  to  define  quantitatively  an  optimum 
level  of  international  reserves.   Consequently,  there 
presently  exists  a  great  deal  of  disagreement  over  whether 
the  present  level  of  international  reserves  is  excessive, 
deficient,  or  optimum.   This  question  has  been  taken  up 
at  some  length  in  the  literature  and  will  not  be  dealt 
with  here.    However,  it  would  seem  that  the  majority  of 
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writers  dealing  with  this  subject  concluda  that  ii.'hiie 
there  n\i\y    not  presently  be  any  scarcity  of  International 
reservuG,  the  international  trionetary  systei!'  in  its  prt-sent 
for;;i  i.'ill  not  be  capable  of  pro\.'iding  the  Edditional 
rcserv/es  which  a  contirrucfd  growth  in  internationsl  trans« 
actions  will  require  in  the  foreseeable  futurs. 

19b[;),  pp.  14-31;  Gerald  A.  Pollack,  "Perspectives  on  the 
United  States  International  Financial  Position,"  The 
United  ,5ta^te^s_JB_a  1  cui_c£_^f_£a_y !I|snts_^;;P e_r s pectives  and  Pqlicias , 
JoiTnFTconDmic  "CommittGe,  SBth  Cong7^  1st  Scss.  ,  1963, 
pp.  53-55;  George  H.  Willis  and  F'red  L.  Springborn,  The  Need 
F  o  r  I  n  tern  a  t  i  on  a  1  _  R  e  s  e  r  y  s  s  ( UJ  a  s  h  i  n  g  t  o  n  .•   U.S.  Treasury    "  " 
Depalr-trncnt ,  September,  1967);  Frederick  L.  Deming, 
"Statement,"  in  Neiy_  Plan  for  I n ter n at i  onal  J'ipnetary  Reserves , 
Hearing  before  the  SubcomrratTss  oTTlntBrnationa'l  Exchange  and 
payments  of  the  Joint  Econor.^ic  Committee,  90th  Cong.,  1st 
Sess.,  September  14,  1967,  pp.  21-23;  Henry  H.  Foi-iler, 
"Statements  "in  Neu)  Plan  for  Internotional  fiOonetary  RosgrvcSji 
Hearing  before  the  Subconinilttec'  on  rnternationai"Exch3nge"' and 
Payments  of  the  Joint  Economic  Committee,  90th  Cong.,  1st 
Sess.,  September  14,  1967,  pp.  10-12;  Henry  C.  Wallich, 
"Statement,  "  in  Gui^elinj^;s_f or^  Ij;-|t^r^^^ 

Hearings  before  the '"Subcr/nmiTtee  on^rnternationaT'ExchangcT 
and  Payments  of  the  Joint  Econonic  Committev^,  e9th  Cong,, 
1st  Sess.,  P.art  1,  July  27,  28,  and  29,  1965,  pp.  79-83; 
U.S.,  Congress,  Subcomdij  ttce  on  International  Exchange  and 

Payments  of  tfio  Joint  Economic  Committee,  CfHillill-i-PJ^^ T^T 

Iniproyj.rig^  the  Iritei-naticinal_  ftlonetary  SystF:"rvi,  JoiTit  Committee 
Print,~69th  Cong,'',""'l  st~'SessV!^  1965,  pp.  i""9;  Ec^onomi  c.  R  Pgo  r  t 
Rf-.^!!?H..Py-^^A!J en t  Jq gather  lui  t h  t^h  e^  AflDirL^t.L, !!-9.Gi;I.klp:r_^Ii§' 
Council  of  Economic'^  Advisers  "(Washington:  ' '  D ,  5 V  Government 
Printing  Of f"ice," Transmitted'  to  the  Congress,  February, 
1968),  pp.  178-86;  Roy  Harrod,  "The  Dollar  Prcblem  and  the 
Geld  Question,"  X!}^_P-°Li?-i™.i-.r'~£ri£'i-A»  ^^'    Scyri.our  E,  Harris 
(iJeiM  York;   Harcourt ,"*''Brace""&~UiorTd,'  Inc.  y  1961),  pp.  46-62; 
Oscar  L.  Altman,  "Professor  Triffin,  International  Liquidity. 
end  thtj  International  Monetary  Fund,"  The  Dollar  in_  Crisis, 
cd,  Seymour  E.  Harris  (New  York:   Harcourt,  Br ac'e'  &  L'j'orid, 
Inc.,  1961),  pp.  256-62;  Robert  Triffin,  Gold  and  the  Dollar 
Crisis  (rev.  ed.  ;  New  Haven:   Yale  University  Press,'  l"96l7V 
pp.  35-58;  Anila  Graham,  International_JLiquidi ty  and  the 
P^yiLL9PJQ-9-ij'S.L-!:fi.  ( Lc^ntlt^-'n  :   Ec'onomic~"£ind"""Dev'eiopm*ent  Research , 
Ltd',  ,  1965y7~pp'-  5-15;  and  Rnport^  of  the  Stujiy  Grg^Lj^{j_  m__thjE 
Creation_of  Reserve  Assets, "Report  To  "The 'Deputies  of  the 
gFoup""  of  tVTI"'(y-"7.'',7T  ItVTy":   Bank  of  Italy  Press,  may  31,  1965) 
pp.  17'-?0. 
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The  prBoiction  that  tiie  international  mDnetary 
system  J  if  not  somnho'X'  modified,  will  fail  to  meet  the 
world's  requirerpent  for  international  reserves  can  be 
logically  supported.   Under  the  present  international 
monetary  systerr.  additions  to  the  world's  ^supply  of  inter- 
national  reserves  must  take  one  of  two  forms.   On  the 
one  hand,  additional  international  reserves  can  come  about 
through  additions  to  the  world's  stoci<  of  monetary  gold 
reserves.   On  the  other  hand,  new  international  reserves 
can  be  forthcoming  in  the  form  of  additional  short-term 
claims  held  by  monetary  authorities  on  the  convertible 
currencies  of  other  countries. 

Additions  to  the  world's  stock  of  international 
reserves  in  the  form  of  gold,  assuming  a  constant  price 
of  monetary  gold,  can  come  about  through  either  additional 
production  or  dishoarding  of  that  metal.   It  has  gpnorclly 
been  held  by  most  recent  writers  that  future  additions  to 
the  world's  stock  of  international  reserves  from  these 

sources  is  likely  to  be  erratic  and  small  relative  to  both 

2 

the  current  stock  of  reserves  and  future  needs, 

'5ee  Triffin,  Gold_  and  .  the  _po]J.3r_Ciusi s ,  pp.  50-5: 
Oscsr  L.  Altman,  "A  Note  "nn  Gold  Production  and'~Additions 
to  International  Gold  Reserves,"  Int_err}ati_onal_J|TDn_etar_Y 
Fund  5t3ff_  Papers,  Ml    (April,  19  587",  "25  8»887  Frit  v  "ffiachlup  . 
"Proposals  for  Reform  of  the  International  Monetary 
System,"  f^^t^iis  AJT^ct  i_no_  ^  h.g_.  U  n  i  t  e  d  ^  S  t  a  t  e  s^  B  a  la  nee  _o  f 
P ay mejrts  ,  Compilation  of  5 1 u d i  e s  "p r c p a r  e d  f  o r "~t h e""?; u'b c o m «• 
rfiittee  on  Intersiational  Exchange  and  Payments  of  the  Joint 
Economic  Committee,  Joint  Committee  Print,  87th  Cong., 
2d  5es5„,  1962,  p.  211;  International  Monetary  Fund,  2.91^6 
t^-DJ}.P.^k.^R9lL.^^j.^::^f    PP'  12"1lt;  Robert  Z.  Aliber,  Th_e~ 

York:   Frederick"  A. ™Praeger,  fgoo"),  pp.  GJ-d'A;  Miroslav 
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Since  the  issuance  of  the  gold  policy  communique 
on  may  17,  1968  by  the  Governors  of  the  central  banks  of 
Belgium,  Germany,  Italy,  the  Netherlands,  Switzerland,  the 
United  Kingdom,  and  the  United  States,  it  has  become  even 
more  unlikely  that  future  needs  for  international  reserves 
will  be  completely  met  in  the  form  of  gold.   In  the 
communique  the  Governors  stated  that  in  view  of  the 
present  plans  and  efforts  to  provide  for  additional  inter- 
national reserves  which  would  be  fiduciary  in  nature,  they 
felt  that  the  existing  stock  of  monetary  gold  was 
sufficient.   They  therefore  stated  that  it  was  no  longer 
necessary  to  buy  gold  in  the  market  nor  would  they  sell 

gold  to  other  monetary  authorities  so  that  those  authorities 

3 

could  replace  the  gold  which  they  had  sold  in  the  market. 

If  gold  must  play  a  decreasing  role  in  the 
provision  of  international  reserves,  as  indeed  seems  to  be 
the  case,  then  under  the  present  international  monetary 


system  the  larger  part  of  the  burden  of  meeting  this  need 
would  fall  on  the  so-called  "key  currencies."    Herein 
lies  the  source  of  the  dilemma.   Aggregate  foreign-held 


A .  K r i z ,  Gold;   Barbarous  Relic  or  Useful  Inst rument? 
("Essays  in  InternationaT  Finance,  "  No.  60";  Princeton: 
Princeton  University  Press,  June,  1967),  pp.  23-24, 

^Tho  'gJeekly  Bond  Buyer,  CLXXI,  No.  3911,  10.   Also 
see  Federal  Reserve  Bank  ci~f  Atlanta,  "Gold  Policy 
Communique,"  jtlonthly  Review,  April,  196B,  p.  51. 

A  "key  currtincy"  can  be  defined  as  the  domestic 
currency  of  a  country  which  other  countries  are  willing 
to  hold  claims  on  as  part  cf  their  stock  of  international 
reserves. 
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cleifos  on  a  key  currency  can  incresse  only  if  the  key 
curi-ency  country's  balance  of  payiTients  is  in  deficit,   A 
deficit  in  the  balcuicn  of  paynients  of  a  key  currency  country 
caijoes  that  country's  net  reserve  position  to  deteriorate. 
Thus,  as  a  key  currency  or  C':intra  country  provides 
ad(Jitional  in  tflrnational  reservos  to  other  countries  in  the 
form  of  claims  on  its  currency  through  deficits  in  its 
balance  of  paynientsj  the  claims  on  toe  currency  of  the 
centre  country  become  less  acceptable  as  international 
reserves  by  vir'cij^3  of  the  necessary  deterioration  in  the 
key  currency  country's  net  reserve  position.   This  dilrtrnrna 
is  inescapable  under  the  present  international  monetary 
syDtnrn. 

The  problem  is  complicated  under  the  present  system 
by  the  existence  of  more  than  one  key  currency  country  and 
the  fact  t^^at  international  reserves  are  also  held  in  the 
form  of  gold,.  The  prices  of  the  key  currencies  in  t^^rms  of 
gold  and  in  terf.is  of  each  other  are,  in  general,  stabilized 
within  narrow  limits  by  tlie  monetary  authorities.    But  the 
official  prices  or  exchange  rates  do  not  alt'j^ys  conform 
to  uiin--t  the  exchange  rates  vjould  be  in  the  absence  of 
govarn^;ient  intcrventior!  jn  the  exchange  ri.arkets.   Inrieedj 
such  conformity  DDuld  not  be  expected.   Consequently j 
monetary  autiiori tier,  hiave,  from  time  to  time,  been  forced 


"^The  price  of  non-rnonetary  gold  has  notj  of  course, 
been  stsbiiizi.'d  since  May  17,  1968.   See  The  Weeklx^ond 
Buyer.  CLXXI,  Uo.    3911,  10. 
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to  revalue  oTricial  exchange  rates  to  cnnrorm  more  closely 
with  the  raten  which  ei  free  market  would  riictate. 

One  of  the  main  problems  whicli  aris(5a  from  such  a 
system  is  th3t  of  speculative  instability.   As  the 
"overhang"  of  convertible  claims  on  a  key  currency  increases 
relative  to  the  key  currency  country's  stoc'<  of  international 
reserves,  fears  that  tin-  key  currency  liill  have  to  be 
devalued  tend  to  increase.   Such  fears  bring  pressure  on 
central  bankers  holding  claims  on  this  currency  to  convert 
these  claims  into  other  forms  of  international  reserves. 
Such  conversion  further  vjcakens  confidence  in  the  value  of 
ths  key  currency  and  increases  the  possibility  that 
devaluation  will  be  required.   Furthermore,  private 
speculation  tends  to  occur  against  a  currency  u'hich  is  under 
pressure.   When  continuing  deficits  in  a  key  currency 
eouritry's  balance  of  payments  lead  private  investors  to 
speculate  about  the  possibility  of  that  country  devaluing 
or  ifiiposing  direct  controls  on  exchange  transactions,  the 
private  investors  may  try  to  convert  their  claims  on  the 
key  currency  before  such  measures  are  taken.   Such  action 
".  ,  .  can  quickly  generate  a  speculative  'run'"  which  i:ill 
tend  to  reduce  the  reserves  of  the  key  currency  country, 
".  .  .  thereby  strengthening  the  fears  of  devaluation  and 
leading  to  a  self- generating  increase  in  the  rate  of  decline 
in  its  reserves." 

^Warven  L.  Smith,  "Stc,teri:snt ,  "  in  Gj.ii_d^Rliine^_for_ 
J ntcr national  filonctary  n^^lDJCJit  Hearifigs  before  the  Sub- 
commirtee  on  InternatfoTiar  Exchange  and  Payments  of  the 
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Such  occurrences  are  alujays  possible  as  long  as 
there  is  more  than  one  ?ovm    of  international  reserves.   The 
possibility  of  speculative  shifts  from  one  key  currency  to 
c;not^lG^  or  to  gold  leaves  open  the  possibility  of  a  violent 
contraction  of  t!ic  world's  stock  of  international  reserves 
and  the  possibility  of  a  severe  disruption  of  world  trade. 
Elven  if  sucli  a  calsinity  is  avoided,  the  very  possibility 
that  it  might  occur  could,  and  very  likely  does,  restrict 
qroi'jth  in  the  production  of  real  goods  and  services 
especially  in  the  key  currency  countries  even  though  the 
foregone  output  is,  of  course,  not  obvious  and  extreineiy 
difficult  to  quantify.   Such  restrictions  in  the  growth  of 
real  production  can  result  when  the  formulation  of  economic 
policy  becomes  so  strongly  influenced  by  balance-of "payments 
considerations  that  the  policy  becomes  more  restrictive  than 
is  nfjcessary  to  keep  the  rate  of  domestic  inflation  to  a 
level  which  is  internally  acceptable. 

A  Possible  Snlut ion 
Awareness  of  the  inherent  problems  of  the  present 
international  monetary  system  has,  of  course,  existed  for 
some  tine  and  numerous  solutions  have  been  offered. 
Professor  fiiiachlup  has,  in  his  taxonomical  manner,  grouped 
the  various  plans  in  the  following  way; 


Joint  Economic  Committee,  89th  Cong.,  1st  Sess.,  Part  1 
July  27,  28,  and  29,  1965,  p.  62. 


GO 


"A.   Extonsion  oT  tti;.  gold- Cixchange  standard 

1,  I'jitii  continuing  increaso  of  dollar  and 
sterling  ressrvetj; 

2,  with  adoption  of  additional  I<cy"CUTrDncies. 

B.  mutual  assistance  ainong  cantral  banks 

1 .   with  safeguards  against  expansive 

credit  and  fiscal  policy; 
2c   with  extension  of  domestic  credit 

and  expenditures. 

C.  Centralization  of  rnonetsry  reserves  and 
reserve  creation 

1.  ujith  overdraft  facilities  available 
to  deficit  countrissj 

2.  i-jit!i  autonomous  reserve  creation  by 
the  world  central  bank; 

3.  with    financjj    of   aid    to    undordevraloped 
countries. 

D.  Increase  in  the  price  of  gold 

1.  with  the  gold-exchange  standard 
continued; 

2.  I'jith  the  gold-GXchange  standard 
abolished^ 

C.   Kreely  flexible  exchange  rates 

1.  in  order  to  make  internal  monetary 
policies  more  independent; 

2.  because  internal  rnone.tary  policies 
are  too  independent.," 

Writing  has  been  so  prolific  in  this  area  that  it  is 

a  simple  task  to  find  several  slightly  different  plans 

ujhich  ti)0uld  fit  under  each  of  Machlup's  subcategories. 

Since  t^lis  papsr  is  prifiiarily  concerned  nitli  a  question 

i';hich  is  related  only  to  those  plans  which  would  create  a 

new  type  of  reserve  asset  and  because  most  of  these  plans 

"^  F  r  i  t  -^  M  a  c  h  1  u  p  ,  Plans  for  Reform  _of  _  th  o„  I  nternational 
jy^onbtgrv  Systorn  ( "SpeciaF'paperir'in  InternaTionaT~tcononiics,  '■ 
No,  SJ^Prrnceton:  Princeton  University  Press,  August,  1962), 
p.  12. 
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tiave   already   been   luell    publicizErjj    it    do9S    nut    scetn 
necessary    to   discuss    each   type    of   p.lan    here.         even   thj 


The   followinci   are    references    to    the   types    of   plans 
referred    to    in   (Oachlup's   classification.      The    letter   and 
number    headings    given    here    correspond    to    chose   used   in 
rriachlup's    outline. 

A.      1.      Charles   P.    Kindleberger ,    "Statement,"    in 
M.^1^Q££._°£_E511^'IL^L^":l12^»    Hearings   before   a   Subcommittee 
of    the    Commit'fcee    on    Banking   and   Currency,    89th    Cung., 
1st    Sess.,    Part   1,    1965,    pp,    360-83, 

A.  2.      Friedrich    A.    Lutz,    Iha_P_robleri_£f_J[rit^r-^ 
n  ational    L  i  q  u  i^di  t^y  _an  d^  t  he    f'lulti  pie- Cur  re  nc  y  ^tajQci  ard_ 
X''Essays    in    inte'rHatforTal    Ffnance,"    f\io.    4'i  ;"~Princeton; 
Princeton   University   Press,    March,    1963). 

B.  1.      Per    Jacobsson,    "Presentation   of    the 
Sixteentii    Armual    Report,"    Summary   Proceedings  __  o  f    t  he 
Si  ,x  t  een  t  h    Annu  a  1    frleeti_ng_of    the   Bo  a  r  d    of    Cove  r  n"  oTs^ 
Xliashington:'     i7i'ternatinnaT~fironetary    F'und,    September,    1961). 
pp.    27-32. 

B.  2.       Cdvyard    n,    Bernstein,    "The   Problerr,   of 
International    fiionetary   Reserves,"    International    Payinent s 
In b a  1  a n^c es   and   Need    for   Strang thsning    intern ajTi on.a'r 
Li-QHI'9jl^ijA''^^lkQii€'liH^  before    tlTS"  Subconimittee   on 
International.    Ex'change   and   Paytnsnts,    Joint   Economic 
Committee,    87 th   Cong.,    1st   Sess.,    May,    1951,    pp.    1D7--37. 

Cc       1 .       Great    Britain,    Parliamentar^MPapers, 
Cmd.    5/i37,    April,    1943. 

C.  2,      Triffin,    Gold   and   the   Donar   Crisis , 
pp.    102-20. 

C.  3.      Maxwell    Stamp,    "The   Fund   and   the   Future," 
Lloyds_  Bank    RevievJ,    Maw    Series    i\!Oo    50    (October,    19bB), 
pp.   '1^2:0'. 

D.  1.       Harrod,    International    f/lonetary    Fund   Staff 

'      D.       2c       Jacques    Rucff   and    Fred    Hirsch,    Ths^RoJj^^  anjJ 

t h e    R u  1  e    0 f    Gold ; A,Q__A r q u m en t    ("Essays    in    Interrr&ti'ona.l 

Finance, '"  fJo.    47';    Princeto7T:      Princetori    University   Press, 
June,    1965). 

E.  1.       Jaroslsv   Vanek,    "Overvalu^i.tion   o!"    the 
Dollar;      Causes,    Effects,    and   Rer.iedi&s,"   fac^t ? rj_ AJX.fi'.c t i n£ 
^ '12_'^ QiJi£i  ^ ^-^ ^ SJ.  B ^2jiDP ^-,°t— P ^ VlESnil? »    -i 0 i n  t "*E c o n o mTc  '""'""" 
CommFttee,  "87t'h    Cong.,    2d   SsssT,    1952%    pp.    267-85. 

E.      2.       George    N.    Flalm,    "Fixed    or    Flexible    Exchange 
Rates,"    Factors    Affec  tin_^Q_  _t  he    United    St  a  t  e  s_  B^a  1  a  ii£G  _of 
Payjnents^,    Joirit    Economic  "Committee,    8Vth''l:ong7,''^'2d'^'5ess,  , 
19'62',    pp.    253"56. 

Also   see    Robert    C.    Hawkins   and   Sidney    E.    Rolfe^ 
"A    Critical    Survey   of    Plans    for    International    f^lonetary 
Reform,"   Iiie_BuUBti_n,    fvo,.    36    (November,    1965)    for   a 
critical    evo'luat ror.    of    the   different    types    of   proposals. 
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restriction  to  this  one  typa  oF  plan  for  reform  is  not  in 
itself  vory  limiting  because  numerous  proposals  for 
creating  a  navj  international  reserve  ecsct  liave  been 

presented  in  recent  years  alone.   Arnong  tn.a  nore  publicized 

9  10 

of    tfiese    propor.als    ere    the    so-callod    Triffin,       Str.mp, 

11      12  15 

Maudling,    Dayy    and  Angel  1    plans.   While  tlie 

differences  bstuecn  these  plans  hzve    been  emphasized  and 
possibly  exaggerated  by  some  writers,  they  are  essentially 
the  sane  in  their  most  important  aspects.   Indeed  they 
are  not  funrianient'jiiy  different  from  John  Maynard  Keyne-s' 
proposal  for  the  establishmeril  cf  an  internntiorial  clearing 
union.   Each  plan  provides  for.  in  sone  fashion,  the 
establishment  of  a  supranational  institution  uhere  at  least 
some  portion  of  the  world '^s  international  reserves  would  be 
centralized.   rurthermorcj  each  cf  these  plans  proposes 
that  this  institution  would  create  a  neij  form  of  xeserve 
asset  to  either  supplefuent  or  supplant  gold  and  Ucy 
currencies  as  international  reserves. 


10 


11 


'iriffin,  Gold  and  the  Dollar  Crisis,  pp.  102-20. 

Stamp,  pp.  1-20. 

''Reginald  Haudling,  "Statement,"  in  Summary 

pJ^G ov^e'rnor's  ( I'ra's Fi n'gton  :   I n Te r ri a t T o i fa  1  fifb n"e tBt y    F u ri' d7 
SepTember,  1*962),  pp.  61-68. 

''^Great  Britain,  Psrlicmcntary  Papers,  Cnd.    027, 
J.  241,  2/i7^4B.  


1959,  pp 

'"James  liJ.,  Ange3  1,  "The  Reorganization  of  the 
International  fiionetary  System:   An  Alternative  Proposal, 
T^'^.  Xcpn  omi  c  Journal ,  LXXI  (December,  1961),  691-708. 
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Rathar  than  dEScribc  eacti  of  tliesc  plans  in  detail, 
it  would  seem  moi^e  usoful  to  note  soms  of  ths  more  important 
aspects  oF  the  more  recent  proposal  to  establish  a  "Special 
Drawing  Account"  within  the  International  fflonetary  Fund. 
This  plan  is  fundamentally  the  same  as  the  other  plans  to 
create  new  reserve  assets  and  it  is  curreritly  being 
seriously  considered  for  adoption. 

A  general  outline  of  this  plan  has  already  been 
agreed  upon  by  the  Executive  Directors  of  the  Iriternational 
Monetary  Fund  and  the  Central  Bank  Governors  of  tiie  Group 
of  Ten,   The  outline  was  approved  by  the  Board  of  Governors 
of  the  I.M.r.  at  their  last  annual  meeting  held  at  Rio  de 
Janeiro  in  Sspternber,  19GC.   The  Board  of  Goverfiors  then 
requested  that  the  Executive  Directors  dratj  up  amendments 
to  the  Fund's  Articles  of  Agreetr.ent  which  would  ir.corporate 
the  Special  Draiilng  Account  into  the  present  Fund  structurK;, 
This  was  done  and  was  presented  to  the  fi^inisters  and  Central 
Bank  Governors  of  the  ten  countries  which  participate  in 
the  General  Agreen;ent  to  Borroiy  at  their  meeting  in 
Stockholm  on  fi'iarch  29,  196Bc   The  participants,  with  the 
exception  of  France,  agreed  on  th3  proposed  amendments  to 
establish  the  Special  Drawing  Account  provided  some 
relatively  minor  changes  were  madcr   It  was  riirectrjd  that  a 
final  draft  of  the  amandmcnt  be  corripleted  whic^i  would  be 

U.S.,  CongrcoS,  [Mew  Plan  for  International 
i!l°Il§^J-„^5.£2,?ilV.£S»  Hearing"'b"ef ore''"The  Subcomrnittee  on 
International  ""Exchange  and  Payments  of  the  Joint  Economic 
CoQmittee,  goth  Cnng„  ,  1st  5ess.  ,  Part  1,  Sepbumber  1/;,  1967, 
pp.  3-6 „ 
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trarisniittBcl  to  tho  Board  of  GovernorG  for  their  fi rrc3 
approval.     The  Govcrrioi-s  will  vote  by  fiiay  31,  1968  with  a 
simple  majority  of  the  weighted  votes  neoded  for  Formal 
adoption.   If  sucli  a  majority  is  f orthcDiriing,  the  proposed 
aniendment  will  become  effective  after  it  hyrs  been  voted 
acceptable  by  mer.iber  nations  holding  at  lec>.st  80  percent  of 
tlio  total  I.fil.F.  voting  power.   When  fuember  nations  with  at 
least  75  percent  of  thi-  total  Fund  quotas  havs  formally 
declared  that  they  will  undertake  all  of  tlie  obligationi; 
required  of  a  porticipant  in  the  nei'j  facility,  then  the 
Special  Drawing  Account  yjill  como  into  Icnol  existence.   The 
Special  Drawing  Account  will  be  activated  cri  the  decision  of 
ths  filanaging  Director  of  the  Fund  whicli  nunt  be  concurred 
with  by  the  Executive  Directors  and  approved  by  an  affir- 
mative vote  of  the  Board  of  Governors  tyhich  totals  at  least 
85  percent  of  the  total  I.fi'LF.  voting  poner. 

The  proposal  to  provide  special  drawing  rights 
through  the  establishment  of  a  Special  Drawing  Account 


^International  Monetary  Fund,  "International 
Monetary  System,"  I  n  t  n  r  n  a  t  i  .9  p  a  3^  Fi  n  a  n  c  i  a  1  Mei;js_5urvey  ,  XX, 
No.  13  (April,  1968),  ^057"  Also  Tee  "Paper  Goid'~"ii)ins  in  Its 
Latest  Bout,"  Business  Iv'eek,  No.  2014  (April  6,  1968), 
pp.  47-49  and  First  Nationsl  City  Bank  of  New  York,  "New 
Perspectives  on  Gold,"  Monthly  Fconornic  Letter,  April,  1968, 
pp,  39-42.  '■         " 

Pierre-Paul  Schweit/^or,  "Proposod  Amondment  of 
Fund's  Articles  cf  Agreement,"  I  n  t  e  r  n  a  t  i  o  n  £i  1  F  in  a  n  c  la  1 
New.s_  Survey  ,  XX,  No.  17  (May,  1  9 6"0 ) ,  IT? -3 9 .   1 1  "s h o uTd  b e 
noted'  that  "the  United  Stater,  holds  21,9  percent  of  the 
Fund's  voting  power  while  the  fnembors  of  the  European 
Economic  Community  (E.E.C.)  together  hold  16.5  percent  of 
the  voting  power.   TherefcrOj  cither  the  U.S,  or  all  members 
of  the  E.E.C.  voting  together  could  prevent  thn  Special 
Drawing  Account  from  being  activated. 
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within  tho  IJ'lA'.    is  basically  a  noncontribu tory  schema  for 
supplementing  the  existing  supply  of  international  reserue 
assets.   The  proposed  amendment  to  the  Articles  of  Agreeifiant 
would  divide  the  Fund's  operations  into  two  parts,.   There 
would  be  the  General  Account  through  which  the  transactions 
which  the  Fund  noi-i  carries  out  would  be  continued.   The 
innovation  would  come  in  tiie  forr,!  oF  the  establishment  of 
a    Special  Dratuing  Account  through  uhicli  transactions 
involving  the  new  special  drawing  rights  would  ta!<B  place. 
When  the  Managing  Director  and  the  Executive  Directors  of 
the  Fund  decide  that  international  conditions  are  such  that 
the  Special  Dravjing  Account  should  be  activated,  the  Tilanaging 
Director  will  propose  that  a  certain  amount  of  drawing 
rights  be  allocated  over  a  given  period  of  time  at  a  certain 
rate.   This  process  shall  begin  f olloi-'irig  a  vote  of  oppro\/al 
by  at  least  B5  percent  of  the  voting  power  of  the  Board  of 
GovernorSc   The  participating  countries  would  receive,  on  a 
noncontributory  basis,  their  allocations  of  the  approved 
drat.'iing  rights  in  tiie  fonn  of  credits  to  their  accounts  in 
the  Special  Drawing  Account.   Each  country  would  receive 
that  percentage  of  the  total  drawing  rights  allocation 
which  is  equal  to  the  percentage  which  its  regular  Fund 
quota  comprises  of  the  Fund's  total  quotas.   It  should  be 
pointed  cut  here  th.at  under  the  proposal  currently  being 
considered,  every  rnember  of  the  Fund  would  be  allowed  to 
receive  a  portion  of  the  special  drawing  rights  in  proportion 
to  its  regular  Fund  quota^ 
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The  member  countries  will  bf3  allowed  to  use  their 
spGcial  drc.iJ.irig  rights  unconditionally,  and  the  rights  are 
to  be  accepted  by  all  participating  countries  nn  q  pr.r 
with  other  fonris  of  international  rcGerues  such  as  gold  or 
cloins  on  the  dollar. 

When  a  country  wiches  to  use  some  part  oF  its 
allocation  oT  special  drawing  rights  to  niaet  an  international 
obligation,  it  will  first  notify  the   Fund  of  this  desire. 
The  Fund  will  accordingly  direct  this  drawing  to  a  country 
(or  countries)  whose  balance-of- payments  and  reserve 
positions  are  considered  satisfactory  by  thB  rund,   Tho  Fund 
will  then  notify  ths  country  draion  upon  that  it  has  been 
credited  a  ci-3rtain  amount  of  drawing  rights  in  tihe  Fund's 
account.   Tho  country  drawn  upon  must  give  a  credit  in 
terms  of  its  cm    currency  in  its  central  banic  accounts  to  thf..- 
drr-wing  country.   The  country  drawn  upon  will  ci-ius  end  up 
with  an  increased  amount  of  special  drawing  rights.   The 
dras'v'ing  country  will  lose  the  satne  arr.ount  of  special  drawing 
rigfits  but  will  gain  an  equal  claim  on  the  domestic  currency 
of  anotlier  country. 

Perhaps  an  example  is  in  order  here.   Let  us  assume 
that  it  is  decided  to  allocate  a  total  of  ^,5    billion  in 
special  drawing  rights  at  tfic  rate  of  51  billion  a  year. 
Assume  the  U.S.  c;uota  is  equal  to  20  percent  of  the  Fund's 
total  riuotas.   In  this  case  the  U.G,  would  bo  allocated 
S/'OO  million  in  special  drawing  rights  in  the  first  year. 
Let  us  furthier  assume  thc;t  the  U,S,  runs  a  balanne-of-pf.ymentj 
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deficit  in  the  same  year  and  wishes  to  make  use  of 
8100  million  of  its  special  drawing  rights.   It  would  first 
notify  the  Fund,   The  Fund  would  direct  these  drawings  to 
countries  with  strong  reserv/e  positions.   Let  us  say  the 
Fund  decides  to  direct  the  drawing  equally  toward  Sweden 
and  Belgium.   The  Fund  ujould  notify  each  of  these  countries 
that  their  special  drawing  accounts  had  bean  increased  by 
S50  million  and  that  they  should  credit  the  United  States 
with  S50  million  of  kronor  and  francs  respectively  in  their 
central  bank  accounts.   The  United  States  would  thus  have 
exchanged  S100  million  of  special  drawing  rights  for  claims 
on  kronor  and  francs  worth  SIOO  million  which  it  could  use 
without  restriction.   It  might  be  noted  that  under  the 
present  proposal  the  drawing  country  would  pay  a  moderate 
rate  of  interest  on  the  draJA/ings  while  the  countries  drawn 
upon  would  receive  the  same  rate. 

A  participating  member  is  required  to  reconstitute 
its  position  in  the  Special  Drawing  Account  if  its  average 
net  use  of  the  rights  calculated  on  the  basis  of  the 
preceding  five  years  exceeds  more  than  70  percent  of  the 
drawing  rights  allocated  it  by  the  Fund.   Otherwise,  a 
country  has  no  reconstitution  obligation.   On  the  other 
hand,  a  participating  country  which  finds  itself  with  a 
surplus  in  its  balance  of  payments  or  a  strong  reserve 
position  is  obligated  to  accept  drajjinq  rights  up  to  an 
amount  which  is  twice  as  large  as  its  own  allocation  of  the 
special  drawing  rights.   Such  countries  will,  of  course,  be 
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allowed  to  hold  larger  Dmounto  if  they  dooiic.   It  should 

p&rh3pi>  be   pointed  out  that  tho  drsvoinQ  rights  would  also 

have  a  gold  volut;  gusrantec;  similer  to  thEt  exprecsed  in 

17 
arte  IV,  see.  8  of  the  Fund's  prooent  Articlos  of  Agrear-ient-. 

ThQ  plan  to  create  special  drawing  rights,  or  a 

plan  similar  to  it,  could  help  prevent  any  future  shortage 

of  international  reserves  if  the  world's  central  bankers 

and  monetary  authorities  are  willing  to  treat  the  special 

drawing  rights  (or  bancors^  X.IJ'I.F.  units,  etc.)  as  part  of 

their  international  reserves.   If  such  willingness  on  the 

part  of  rrionetary  authorities  does  come  into  being,  then  by 

definition  the  creation  of  the  special  drcning  rights  iiill 

add  to  the  vjorld's  stock  of  international  reserves. 

''"^"(a)  The  gold  value  of  the  Fund's  assets  shall 
be  Maintained  notwithstanding  changes  in  the  par  or  foreign 
exchange  value  of  the  currnncy  of  any  nember. 

(b)  Whenever  (l)  the  foreign  exchange  value 
of  a  rrierriber '  s  currency  has,  in  the  opinion  of  the  Fund, 
depreciated  to  a  significant  extent  within  that  member's 
territories,  the  member  shall  pay  to  the  Fund  within  a 
reasonable  time  an  amount  of  its  orjn  currency  equal  to  the 
reduction  in  the  go]d  value  of  its  currency  held  by  the 
Fund."   U,S.,  Department  of  State,  International  Organi- 
zation and  Conference  Series  55.  United  _  N  a  1 1  o  n  s  M  one  tar  y_ 
an d^ i n ancia.  1_ Z qnf  e rojTC e^  D rett o ri  I'Joo'ds ,  'New  Hanipshire, 
jJy"^ y  "3  ~.tp  Jjii y'lZ 2  >"" J94 47  JTn b.C~Kc t_  a n B  Rel at e d  D o"c u m e ri t s , 
DB~partnient  o'f"  State  Publication  No.  216"?,  artT  lU,  sec.  8, 
1944,  p.  31. 

For  a  more  detailed  discussion  of  the   plan  to 
cstablisfi  a  system  of  "special  drawing  rights"  see  U.S., 
Congress,  New  Plan  for  International  filonetary  Resprygs, 
Hearing  be f "ore  th'e' Subcom'mittee  on    International  Exchange 
and  Payments  of  the  Joint  Economic  Committee,  90th  Cong., 
1st  Sess.,  Part  1,  September  14,  1967  and  Port  2, 
November  22,  1967,  cited  hereafter  as  U.S.,  Congress,  New 
Plan  for  Jnternationajl  JlcnctcU^y  j^^'^f J^£;J.»  Schweitirer, 
pp."  13 ?'" 3 g'l ""a n ri  Rep'b r t'""o f  "The  SJl'u d'y^G ro u p_  o n_  th e__  C r^eat. i_o n 
of  Reserve  Assets,  fTay"  3l7""l  9GS. 
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It  is,  cf  coLirsB,  difficult  to  predict  if  central 
bp.nks  fjill  consider  J  and  continue  to  consider,  the  special 
dravjincj  rights  to  be    on    a  par  viit'r,    the  other  foi-fns  of 
internc'.tional  reserves  ufiich  i-jould  continue  to  exist  under 
the  proposed  arrancemont.   If  any  given  amount  of  special 
drawing  rights  becomes  loss  acceptable  in  the  niinds  of 
central  bankers  than  an  amount  of  goldj  or  key  currtncies 
definr:d  by  international  agrcerrient  to  be  equal  in  value  to 
tfiat  sfiiount  of  drarjxng  rights,  then  the  central  bankers 
ciioht  try  to  divest  thernselves  of  the  drei;.'ing  rights  and 
replace  thci'  i,'ith  gold  or  key  cu jrrenciei;;.   Recent 
exprsriences  witfi  speculative  flights  from  key  currency  to 
key  currency  and  to  gold  siiould  be  sufficieiit  reminders  that 
a  nevily  cxebted  form  of  reserve  asset  might  also  be  subjcict 
to  similar  movements.   The  possibility  nf  such  specL'lative 
flights  ijould  be  increased  by  the  coexistence  of  several 
other  forms  cf  reserve  assets. 

It  is  postulated  that  if  the  special,  draviing  rights 
become  and  remain  fully  acceptable  on  a  par  basis  with  other 
fornis  of  international  reserves  and  if  their  rate  of 
allocation  is  net  excessive,  then  their  creation  will, 
ceteris  paribus,  lead  to  the  achievement  of  a  more  efficient 
international  monetary  system.   On  tha  oLher  ha-id,  if  their 
acceptability  declines  relative  to  that  of  ot^ler  reserve 
assets  or  if  thtir  rata  of  allocation  is  excessive,  it  is 
further  postulated  tht;t,  ceteris  paribus,  tfie  international 
monetary  system  viould  be  more  efficient  without  their 
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creation.   Theso  ctatenientsj  cf  course,  cs3.1  for  a  definition 
of  GfTiciency  in  regard  to  the  uorld  monetary  system.   At  a 
relatively  high  lc;vel  of  abstraction  we    can  define  an 
officiont  interriational  monetary  system  as  one  which 
facilitates  internationa]  trade  and  transactions  so  that 
production  within  countries  can  be  specialized  in  accrord 
ujith  coruparative  advantages.   As  we  loiuor  the  level  of 
abstraction  the  definitional  problem  becorr.ss  more  difficult, 
Houover,  it  i-jould  seo;ir.  that  any  modification  of  thi  inter- 
national  morii-l.ary  system  I'jhich  ivauld  lessen  the  n-.^cd  or 
desire  for  international  trade  or  exchange  restrictions, 
end/or  rodi-ice  disequilibrating  floi'js  of  capital  >  and/or 
reduce  inflationary  or  deflationary  pressures  en  ujorld  prices 
would  impro\/e  the  efficiency  of  the  world  mtinetary  system, 

A  Quosti on  lUhi ch  , jjus t  be  Pea lt_l'jitl-i 
This  dircupsi on  brings  us  to  the  more  specific 
question  i;ith  liliich  this  paper  is  primarily  concerned,   "li'iat 
iSf  assuming  it  is  decided  that  additionol  inter natiofial 
reserve  assets  should  be  created,  uiould  the  direct  allocation 
of  some  portion  of  these  reserve  assets  to  under deveJcped 

countries  help  achieve  a  more  efficient  international 

10 
morictary  system.     The  answer  to  this  question  depends  on 

what  the  underdeveloped  countries  would  do  with  any  neicly 


'"It  should  pcirhaps  he  pointed  out  again  that  the 
plan  currently  being  considered  Liy  the  I.M.r.  does  not 
propose  that  the  total  amuunl  of  any  newly  created  reserve 
assets  be  directly  allocated  to  the  undovievelopod  countries 
(nor  do  most  of  the  plans  currently  beirig  offered). 
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created  international  reserve  cssets  ujhich  might  be  directly 
BllocatGd  to  tliein. 

Tlie  follcwing  analysis  o?    tnii-;  qiiEstion  will  be 
couclied  in  terms  of  "S.D.R.'s"  (spacicl  c'raij.ing  rights) 
rathor  than  the  cumberson-e  term  "nnuly  crested  ir-.tevnati  onsl 
reserve  Essets,"   The  term  "S.D.R."  is  used  in  this 
discussj.cn  as  being  gsnei-ally  representative  of  any  new 
firiucicry  instruments  i^jhich  are  .purposely  created  by  means 
of  international  agreement  tn  fur.ctiun  as  international 
reserve  assets. 

The  analypisj  itself  luill  consider  the  two  basic  use 
alternatives  bet-joen  wl-iich  the    underdeveloped  countries 
could  choose.   First,  they  could  use  the  S.D.R.'s  to  add  to 
their  s Locks  of  international  reserves  to  be  used  for  meeting 
temporary  deficits  in  ttieir  balances  of  payr.Tcnts.   This  type 
of  behavior  will  be  discussed  as  tc  its  r;ost  probable  effects 
on  (1  )  restrictions  placed  on  international  trade  and 
exchange  transactions,  (2)  disequilibrating  capital  nioveniantS; 
and  (3)  inflationary  or  deflationary  pressures  on  national 
price  levels.   Second,  the  uriderdeveloped  countries  could 
use  the  S.D.R.'s  to  directly  transfer  real  resources  from 
the  raore  developed  countries  to  theniselves.   This  type  of 
behavior  will  also  be  discusseci  as  to  its  most  likely 
effect  on  (1 )  restrictions  placed  on  international  trade  and 
exchange  transactions,  (2)  disequilibrating  capital  move- 
ments, and  (3)  inflationary  cr  deflationary  pressures  on 
national  price  levels. 
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Behayi o r  I'jhi c h_ w ou^l d  1  b ad  to  a  r; q i' r  „e J fi_cjj-.! nt_J. njrevnatj.  unaj. 
m  o  n  c  t  a  r"y  s  y  s  t^rn 

It  is  possible  that  tho  undtjrrJevclop'jd  cauiitrics 
would  usc!  their  allocations  of  ScD.R.'s  to  adJ  to  lh<.iXT 
stocks  of  international  reserves  to  bo  used  for  Mcotifi^ 
temporary  doFioits  in  thsir  balances  of  payments  and  nould 
reconstitute  any  of  their  losses  over  tir.ic.   In  tliis  case, 
tho  diroct  allocation  of  S.D.R.'s  tn  tha  undBrdovolopcid 
countries  wouldj,  ceteris  paribus,  rfcsult  in  a  mum  officiant 
international  monetary  system. 

Trad e   an d_  e^^ch^I]^! G_.r,?i' trictions,  --If  the  under- 
developod  countries  wore  to  use  their  diract  allociitions  of 
S.D.R.'s  to  add  to  their  stocks  of  intornational  rosarvuvs 
then,  ceteris  paribus,  these  countries  would  find  it  coeicT 
to  rBinovB  existing  or  refrain  from  imposing  additinnal 
artificial  irripcdim.-ints  to  international  trade-;  (ice.f 
tariffs,  quota  restrictions ^  exchange  controls,  prohibitions- 
protoctiur-  internal  excise  taxes,  liconses,  etcc).   The 
additional  ease  VJitli  which  underdevG.1  oped  countries  ivculd  be 
able  to  Jiheraliza  Llieir  international  trade  policif.-s  as  a 
result  of  an  increase  in  their  international  roservcs  stofus 
directly  from  tiie  prime  function  of  such  reserves.   Their 
prifiie  functiofi  ij;,  as  uias  so  well  put  by  Ragnar  NurUse 
".  .  .  to  serve  as  a  buffer  giving  each  country  sofue  leeway 
for  tlio  regulation  of  its  national  income  and  cniploymant  and 
providing  it  with  a  means  to  soften  the  impact  of  econornic 
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1  9 
ri'jctubtions  cirising  outside  its  borders,"     Foi'  exainplti, 

assume  that  a  decline  in  the  demand  for  an  underdevoloperi 

country's  exports  results  in  a  deficit  in  its  balance  of 

payments.   Other  things  remaining  equsl;  the  sequence  of 

events  in  the  undErdaveloped  country  would  be:   a  decline 

in  exports,  a  decline  in  income  and  employment  in  the 

export  industries,  and  a  decline  in  income  and  employment 

tliroughcut  the  economy  until  equilibrium  is  restored  in  the 

balance  of  payments.   Such  an  occurrence  vjould,  of  course, 

bo  in  direct  conflict  vjith  the  major  collsctiuo  economic 

target  of  the  underdeveloped  countries  (i,9.. .  the  attainrfient 

of  a  minimum  annual  ratt  of  groirth  of  aggregate  national 

income  of  5  percent  by  1970)o'^    Consonuently ,  policy  makers 

would  exercise  more  expansionary  Gconomic  policios  in  an 

''^Nurkse,  p.  11. 

It  has  been  suggested  that  international  re;servss 
also  can  be  used  for  other  subsidiary  functions  such  as 
when  "...  structural  changes  in  the  economy  are  necessary 
because  of  permanent  imbalances,  the  authorities  can  use 
reserves  to  help  ensure  a  slower  and  more  orderly  pat.h  of 
adjustment.  ...  In  many  cases,  a  certain  percentage  of 
official  reserves  is  held  to  satisfy  domestic  logal  reserve  . 
roquirements.   Also,  it  is  likely  that  some  reserves  are 
held  to  maintain  confidence  abroad  and  some  for  purely 
conventional  reasons."   United  Nations,  Sscretary-Generalj 
"The  Adequacy  of  Reserves  of  Developing  Countries  in  the 
Postwar  Period;   Note  by  the  SBcretary-Genaral  of  IJNCTAO," 
Dec,  id/8/34,  November  10,  1965,  contained  in  A n ne >; e s  of^  the 
^/ILi-'^iili  .,^S.5.°£4§^.,9£._i!l£=J:'ilL^LSil..(^^y:-2iL^  C o n  f  a r  e n c  e  q n^Tr a d e 
B.l[^.-~P2!)LSl' 9 BiiPJl v'^.---X^ ^"IS-^^ ^ ^-LJdP ^ "J- ° P '^' ^ '' ' ^"^ ° ^sJ^ »  ^ ^  Si s s  ^ 
Ja"nuary'2"5^'to~F"ebrLrary  TT,  '1 966 '(Wu?  York ,  1966),  p.  25c 

on 

United  Nations,  General  Assembly  Reso3ution  1710, 
15th  Sess,,  I,  Supplement  No,  17,  par.  1;  September  19, 
19G1 -February  23,  1962  (New  York,  19G2),  17.   Also  see 
Sidney  Weintraub,  Jh  e^Jor  ei  gn-Exchang  e  Gap__of__^thep  eye  loping 
!r^y!liL-^.£5.  ("Essays  in  InterlTatTon'a.1  rTnanc"e,"  N"oT48; 
Princeton:   Princeton  University  Press,  Saptembsr,  1965), 


attempt  to  orfsc3t  the  depressive  balance-of "paymonts 
inriucnces  and  achieuc  the  desired  level  of  expenditure, 
incona,  ernploymGiit,  and  groi'ith.   Such  policies  might  help 
achieve  the  domestic  economic  goals,  but  could  not  be 
expected  to  help  reduce  the  bDlancn-of-payrnents  deficit,   If 
the  deficit  country  held  an  adequate  afoount  of  intcrnatinnal 
reserves,  it  could  use  them  to  meet  the  obligations  arising 
from  its  balance- of-payrnents  deficit.   On  the  other  hand,  if 
the  deficit  ccimtry  did  not  have  adequate  international 
reserves  to  meet  such  obligations  and  refused  to  enforce 
more  restrictive  econoinic  policies  because  of  goal 
prioritiesj  it  luould  be  forced  to  seek  adjustment  either 
by  means  of  exchange  depreciation  or  trade  and  exchange 
restrictions. 

Since  this  analysis  is  being  carried  out  vjithin  the 
basic  framework  of  the  present  international  monetary  system, 
frequent  exchange  deprociation  as  an  adjustment  to  balance- 
of-payments  deficits  will  not  be  considered.   Other  than 
more  restrictive  economic  policies,  this  leaves  excltange 
and  trade  restrictions  as  an  alternative  response.   It 
therefore  seems  that  if  underdeveloped  countries  had  larger 
as  opposed  to  smaller  stocks  of  international  reserves,  they 
ujojlri,  ceteris  paribus,  find  the  removal  of  existing  artifi- 
cial irapediments  or  the  avoidance  of  imposing  additional 

21 

impedimants  to  international  transactions  easier  to  achieve. 

^''it  can  furthermore  be  argued  that  underdeveloped 
countries  actually  need  a  relatively  larger  stock  of  inter- 
national reserves  to  meet  temfiorary  balance-of-pnyments 
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Disequj-libr^ating  capital  movemsnts .--If  the  u n d v? r - 
developed  countries  use  ths  S.D.R.'s  to  build  up  their 
stocks  of  intsrnational  reserves  and  reconstitute  tlieii- 
losses  of  S.DcR.'s  in  a  manner  which  reflects  the  rate  of 
growth  in  their  international  transactions,  then,  in  Itself, 
the  direct  allocation  of  S.D.R.'s  to  the  underdeveloped 
countries  would  not  lessen  coiifidence  in  these  assets 
themselves  anymore  than  would  the  direct  allocation  of 
S.D.R.'s  to  the  developed  countries.   Assume  that  the 
underdeveloped  countries  do  behave  toward  their  S.D.R.'s  in 
this  manner*   As  a  result,  other  countries  vjould  realise, 
or  come  to  realize,  that  uhen  they  exchange  real  goods  and 
services  for  the  S.D.R.'s  formerly  held  by  the  underdeveloped 
countries,  these  S.D.R.'s  represent  claims  on  the  real  goods 


deficits  than  do  the  developed  countries.   For  example,  the 
Croup  of  Experts  on  International  Monetary  Issues  estab- 
lished by  the  United  Nations  Conference  on  Trade  and 
Development  argued  that  "The  liquidity  requirements  of 
developing  countries  are  greater  relatively  to  their  imports 
than  tfiose  of  the  developed  countries.   Prices  of  primary 
commodities  exported  by  developing  countries  tend  to  be 
subject  to  far  wider  short-term  disturbances  than  the  prices 
of  manufactures  exported  by  developed  countries.   This, 
together  with  the  greater  susceptibility  of  agricultural 
products  to  fluctuations  in  volume,  make  the  developing 
countries  particularly  vulnerable  to  destabilizing  influences 
of  a  short-term  character,'"'  United  Nations,  Conference  on 
Trade  and  Development,  International  Pilon e t a r y  Issues  and  the 
P,£y£l-ilSiXi,9.-.Q°iirA?-li.S^»  Report  "of  the  Group  of  Experts  on 
Internati'o'RaTTlohetary  Issues  (TD/b/32|  TD/b/C.3/6) 
(New  York,  1965),  p,  9.   Other  such  arguments  center  around 
the  growth  goals  of  ths  underdeveloped  countries  and  the 
likelihood  that  efforts  to  achieve  these  goals  will  induce 
a  "foreign  exchange  gap"  requiring  additional  reserves  for 
the  underdeveloped  countries.   Poul  HjS^st-Madsen,  "Balance 
of  Payments  Problems  of  Developing  Countries,"  The  Fund 

(June7  19  67),'"ll"3-2'4.""'  aTso  sa"e  Weintrvnub',  oassim. 
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end  ssi-viccs  of  other  countries  ujhich  can  bo  obtained 
uiithin  tl'ie  multilateral  system.   In  fact,  if  the  uncJer- 
dcveloped  countrios  are  to  recoristi tute  the  reseruos  which 
they  loss,  they  must  do  so  by  achieving  balance-of - 
poyiT(ent5  surplusos^   These  surpluses,  ignoring  foreign 
grants,  aid,  loans,  inuastmsnts),  etc,  must  be  the  result 
of  offering  desired  goods  and  services  to  other  countries 
on  a  competitive  basis.   If  the  fi.DcRo's  teniporarily 
transferred  to  other  countries  by  the  underdeveloped 
countries  represent  claims  on  stjch  goods  and  sc-rvicep,  there 
SBori;G  to  be  no  reason  why  their  relative  scarcity  and  value 
would  be  adversely  affected  by  their  direct  allocation  to 
the  underdevciopsd  countries.   If  these  conditions  of 
behavior  are  met,  it  would  sae.-D  reasonable  to  conclude  that 
the  direct  allocation  of  S.D.R.'s  to  the  underdeveloped 
countries  would  not  tend  to  lessen  confidence  in  the  nei'j 
assets  or  tend  to  set  off  speculative  t.iovenients  ai^jay  from 
the  S.D.R. 's. 

Inflationary  and  deflationary  forc_es.  --It  is,  o f 
course,  realized  that  a  too  rapid  allocation  of  S.D.R.'s 
on  a  worlduide  basis  would  tend  to  be  inflationary.   Dn  tlie 
other  hand,  if  gold  and  foreign  exchange  cannot  nioet  future 
needs  for  international  reserves,  an  expansion  of  tiie 
S.D.R.'s  which  is  tou  slou  would  tend  to  bo  deflationary. 
Fortunotoly  tliis  analysis  need  not  be  concerned  ivith 
establishing  a  "correct  rate"  of  creation  for  the  S.D.R.'s. 
Or»  tliis  particular  point  it  can  bo  assumed  that  they  will 
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be  created  at  an  overall  rate  which  would  be  neither 
deflationary  nor  inflationary  in  itself.   Then  the  more 
limited  question  can  be  raised  of  whether  or  not  the  direct 
allocation  of  some  portion  of  the  S.D.R.'s  to  the  under- 
developed countries  would  result  in  deflationary  or 
inflationary  forces.   The  historical  performance  of  the 
underdeveloped  countries  very  strongly  indicates  that  their 

attainment  of  additional  reserves  is  highly  unlikely  to  set 

22 

off  any  deflationary  forces.     The  same  is  not,  of  course, 

necessarily  true  in  regard  to  inflation.   Nevertheless,  the 
answer  to  this  particular  question,  would  seem  to  turn  on 
the  use  made  of  the  additional  reserves  by  the  underdeveloped 
countries. 

The  underdeveloped  countries  could  add  the  S.D.R.'s 
to  their  stocks  of  international  reserves  and  fully 
reconstitute  any  reserve  losses  over  time.   In  order  to  do 
this,  other  things  remaining  equal,  they  would  have  to  keep 
the  rate  of  increase  in  their  domestic  price  levels,  as 
seen  through  the  foreign  exchange  rates,  in  a  general 
equality  with  the  domestic  price  levels  of  their  trading 
partners.   If  this  condition  were  to  be  met,  then  a 
proportionate  allocation  of  some  given  amount  of  S.D.R.'s 
to  the  underdeveloped  countries  would  not,  in  itself, 
result  in  additional  inflationary  pressures. 


^^HowBver,  there  is  one  special  case  in  which  the 
direct  allocation  of  S.D.R.'s  to  the  underdeveloped 
countries  could  have  a  deflationary  effect  on  the  domestic 
economies  of  the  underdeveloped  countries.   For  a  brief 
discussion  of  this  case  see  pages  B5~86. 


Behavior  njhich  vjould  lead  to  a  less  erficlcnt  international 

monetary  systprn  "  " 

On  the  Idrd  favorablo  side,  it  is  possible  that 
the  underdeveloped  countries  would  quickly  draw  down  and 
fail  to  reconstitute  any  S.D.R.'s  which  might  be  allocated 
to  their!.   In  tfiis  case,  the  direct  allocation  of"  S.D.R.'s 
to  the  ufiderdevelDpcd  counbries  would,  ceteris  paribus, 
result  in  a  less  efficient  international  monetary  system. 

TjlQ-^^-^n'j..,^.,r5^*}?.D.9g...,r.£^_^ii-  ^ V-V,? Q.S  •  - ••  S u p p 0 s e  1 1-; o 
underdevelopad  countries  decide  that  holding  the  S.D.R.'s 
to  meet  temporary  balance-o^-payments  deficits  represents 
an  opportunity  cost  in  terms  of  foreign  goods  and  services 
which  they  are  un'uilling  to  accept.   Such  an  attitude  is 
certainly  not  inconceivable  given  the  relative  real  incomes 
and  the  cxtreir.ely  intense  desires  for  improved  standards  of 
living  uliich  prevail  in  these  countries.   The  S.D.R.'s 
could  be  draun  down  directly  as  a  result  of  increased 
government  expenditures  abroad.   Alternatively  the  D.D.R, 
loss  might  come  about  indirectly  as  a  result  of  more 
expansionary  monetary  and  fiscal  policies.   The  means  is 
not  of  fi-iDJor  importance  on  this  point.   L'ither  way,  if  the 
undordevolnped  countries  continuously  drew  doi'.'o  their 
S.D.R.'s  nhilo  the  developed  countries  accumulated  ever 
larger  stocks  of  these  assets,  the  result  would  be  a  net 
transfer  of  real  goods  ancJ  services  from  the  developed 
countries  to  the  underdeveloped  countries-   Such  a  transfer 
might  be  desirable  on  otiiur  grounds,  but  if  it  were  to  take 
place  by  theso  mjians,  it  would  do  nothing  to  improve  and 


would  most  probably  deter  the  achit^vement  of  a  more  ePficlent 
intGrnational  monetary  system. 

The  undEi-dEveloped  countries  luouldj  by  attaining  ths 
additional  goods  and  services  in  this  raanner,  raise  their 
levels  of  real  income.   Ho'jjsver,  the  reserves  heir)  by  these 
countries  vjould  than  be,  other  things  remaining  equaly  back 
to  thieir  original  levels  (i„e,,  the  levels  which  existed 
before  ths  SoOr,R.'s  were  allocated).   Such  a  situation 
could  lead  to  additional  trade  and  exchange  restrictions 
from  tujo  directions.   First,  larger  absolute,  though  not 
necessarily  relative,  fluctuations  in  their  payments 
balances  ijoiild  .likely  bo  associated  with  the  larger  real 
incomes.   Second,  the  higher  levels  of  real  inco:vif3  nay 
become  accepted  as  tho  norm,  and  a  reduction  in  income  from 
the  higher  levels  for  balance~of-payrncnts  purposes  may 

prove  to  be  just  as  difficult  to  achieve  as  an  equal 

23 
reduction  froiTi  lower  levelsc  "    In  view  of  these  forces  it 

is  quite  likely  that  the  pressures  on  the  balances  of 

payments  will  remain  strong.   Consequently^  the  pressures 

for  trade  and  exchange-:  restrictions  might  uell  remain  as 

strong,  if  not  stronger,  after  the  transfer  of  real  goods 

and  services  by  means  of  the  S.D.R.'s  has  been  achieved  as 

they  ware  before  the  transfer. 

^   See    J.    S.    Duesonberry,    Incorne,    Savings,    a ^ld,_t h e 
Theory    of  ^Cpi^^uj'l^i'.Beh  a  v^io  r    (Cambridge:      H  a  r~v  a  r  d  "  L)  n  i  v  e  r  s  i  t  y 
Press",    1949);    F'ranco"  fiiodigl'iani ,    "Fluctuations    in    the 
Savings-Income    Ratio;      A    Problem   in    Economic    Forecasting," 
Studies  Jrijncorrie^  and   I'Jealth ,    XI    (New    York  j      National 
Bureau    of   Economic    Research,    1949;,    371-441 , 
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There  is,  of  course,  always  the  possibility  that  the 
underdeveloped  countries  might  devote  the  goods  and  services 
acquired  by  means  of  the  S.D.R.'s  into  real  investment 
which  could  be  directed  at  increasing  exports  and  export 
earnings.   However,  there  is  nothing  about  the  direct 
allocation  of  S.D.R.'s  to  these  countries  which  would  in 
itself  bring  about  the  needed  increase  in  their  peoples' 
propensities  to  save. 

It  therefore  seems  likely  that  the  direct  allocation 
of  newly  created  reserve  assets  to  the  underdeveloped 
countries  would  do  little  if  anything  to  reduce  the  resort 
to  exchange  and  trade  restrictions  by  the  underdeveloped 
countries  if  they  allow  such  allocations  to  be  quickly  used 
and  fail  to  reconstitute  them.   Furthermore,  it  is 
conceivable  that  the  developed  countries  uiould,  upon 
recognizing  the  unintended  flow  of  their  real  goods  and 
services  to  the  underdeveloped  countries,  react  in  a 
restrictive  fashion. 

Disequilibrating  capital  movements. -"One  of  the 
more  serious  possible  consequences  of  this  type  of  behavior 
toward  the  S.D.R.'s  is  the  possibility  that  uncertainty  may 
arise  in  the  minds  of  central  bankers  or  even  private 
speculators  over  the  ability  of  the  S.D.R.'s  value  to  be 
maintained  vis-a-vis  gold,  the  dollar,  etc.   If  this 
uncertainty  is  allowed  to  exist,  it  may  ultimately  manifest 


^^Soe  Ragnar  Nurkse,  Problems  of  Capital  Forination 
in' Underdeveloped  Countries  (New  York:   Oxford  University 
Press,  19  53),  pp.  89-97. 
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itself  by  means  or  speculstive  chifts  from  thie  B.D.R.'s 
to  gold  or  l^ey  currencies.   Shifts  out  of  the  SoD.R.'s  to 
other  forms  of  intornational  rescrvos  ii'oulrj  tend  to  loiMsr 
tho  relative  value  of  the  S.D.R.'s  end  justify  the 
speculative  shifts.   Such  i^^ovements  could  become  cumulative 
and  result  in  a  severe  disruption  of  the  international 
monetary  system  and  world  trade, 

A  lack  of  confidence  in  the  S.D.R.'s  could  result 
from  the  underdeveloped  countries  continually  using  these 
assets  to  draw  real  goods  and  services  from  the  more 
developed  countries.   It  must  be  kept  in  mind  that  the 
creation  cf  the  S.D.R.'s  liould  be  a  continuing  rathc-,-r  than 
a  one  step  process.   The  continuing  allocation  would 
supposedly  bo  dictated  by  the  continuing  growth  in  inter- 
national transactions.   This  means  that  ttie  underdeveloped 
countries  would  have  a  continuing  inflow  of  S.D.R.'s  which 
thoy  could  attempt  to  exchange  for  the  goods  and  services 
of  other  countries.   Furthermore,  under  the  plan  to  create 
special  drawing  riglitSf  which  is  prtisently  being  considared 
by  members  of  the  I.T/l.F.s  a  country  can  continually  usg 
70  percent  of  its  S.D.R.'s  without  facing  any  ruconstitution 
requiremGnt.   The  reconstitution  provisions  are  made  even 
more  liberal  toy  averaging  net  drcu'jings  over  a  B-year  period 
for  purposes  of  dociding  whethGr  or  not  tho  70  percent 
limit  has  been  exceedede 

If  the  underdeveloped  countries  try  to  use  these 
terms  to  their  owri  short-run  advantage.!  by  continually  drawing 
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down  and  failing  to  reconstitute  their  allocations  of 
S.D.R.'s,  all  of  these  assets  will  tend  to  end  up  with  the 
monetary  authorities  of  the  more  developed  countries.   Under 
such  conditions  the  developed  countries  would  probably  find 
their  accumulated  S.D.R.'s  to  be  of  little  use  in  drawing 
against  the  underdeveloped  countries  for  two  reasons. 
First,  if  the  I.ffl.F.  should  direct  drawings  to  the  under- 
developed countries,  it  would  be  in  the  illogical,  if  not 
impossible,  position  of  directing  drawings  against  countries 
in  deficit  or  weak  reserve  positions.   Second,  even  if  the 
drawings  are  directed  against  the  underdeveloped  countries, 
the  currencies  which  the  underdeveloped  countries  would 
provide  are  likely  to  be  less  acceptable  than  gold  or 
currencies  of  the  more  developed  countries.   The  scheme 
provides  that  the  countries  drawn  against  must  provide 

currencies  to  the  drawing  country  which  are  "convertible 

25 
in  fact."     The  most  probable  meaning  of  a  convertible 

currency  in  this  sense  is  a  currency  which  can  be  freely 

exchanged  at  a  given  rate  into  another  currency  which  is 

convertible  into  gold.   Regardless  of  how  convertible  the 

currencies  of  the  underdeveloped  countries  may  presently 

be,  if  they  were  placed  in  the  world  market  to  reabsorb 

large  backlogs  of  S.D.R.'s,  their  exchange  rates  would 

undoubtedly  fall.   It  is  likely  that  the  fall  in  rates  would 

be  accompanied  by  speculation  prompted  by  expectations  of 


9  R 

U.S.,  Congress,  Mew  Plan  for  International 

Monetary  Reserves,  Part  1,  p.  4. 
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further  declines  end  attempts  to  move  out  of  the    special 
drawing  rights.   The  intensity  of  the  spficulation  nould 
probably  vary  directly  r;ith  the  amount  of  S.D.R.'s  i;jhicii 
the  rievoloped  countries  had  prcuiously  eccuMulated  from  the 
undcrdevelopBd  countries. 

Of  course  the  develcpad  countriefj  could  uss  tha 
S.D.Rc's  to  sottle  obligations  arnong  thcmseives,  but  over 
tirno  thny  u.iould  be  absorbing  rr^ore  and  rriorc  of  thcsev  drawing 
rights  from  tho  undyrdoveloped  countriBS  in  return  for 
real  goods  and  serviceSr   One  developed  country  could  try 
to  dirnct  thorn  to  other  dovElopod  countries,  but  all 
developed  countries  might  soon  reach  the?  sau-.e   position  of 
having  all  th-  S.D.R.'s  which  they  desired  to  hold.   Thu 
plan  noi'j  under  consideration  by  the  I.f'UF,  proposes  that 
no  country  ncv.6    obligate  itself  to  hold  S.D.R.'s  in  an 
a:"iiount  over  ti-.'ice  its  oiun  allocation.   This  would  place  o 
negotiated  lin^it  on  the  necessary  holdings  even  though  it 
would  be  an  expanding  limite   Before  this  li(nit  uas  reached, 
hoi-jever,  the  developed  countries  might  becorns  reluctant  to 
continually  accept  ijhat  arriounted  to  uncollectable 
obligations  of  the  underdeveloped  countries  on  a  par  with 
gold  or  claifiis  on  the  currencies  of  other  developed 
countries.   If  this  happened  and  t!ie  Si.D.R.'s  fell  or 
threatened  to  fall  to  a  discount  relative  to  gold,  the 
dollar,  or  the  pound,  etc^f  speculative  rnovernents  aujay  frorn 
the  S.D.Rc's  would  probably  result.   Tlicse  novernents  would 
not  be  lilcely  to  occur  in  the  foiR  of  a  direct  run  on  the 


I.K.F.   Even  though  the  S.D.R.'s  ujculd  have  o  type  of 
"gold  guarcntee, "  the  I.f^l.F.  itself  would  not  be  obligated 
to  convert  thoin  into  gold  or  key  curronciec.   The  undsi-- 
rieveloped  countries  would  only  be  obligated  to  provide 
additional  f.mounts  of  their  oi'jn  currencies.   ThorefurG, 
most  speculBtiva  movements  would  probably  result  in  attempts 
of  developed  countries  to  place  S.D.R.'s  with  other 
developed  countries  in  e?-<change  for  gold  and  key  currencies. 
The  result  of  such  attempts  rjould  be  a  deprecistion  in  the 
value  of  the  S.D.R.'s.   As  was  pointed  out  eariiery  a 
depreciation  in  the  value  of  the  drawing  rights  nould,  of 
course,  reduce  the  value  of  any  country's  stock  of  intr-r-- 
national  reserves  if  S.D.Fl.'s  composed  a  part  of  that 
country's  reserves.   This  loss  of  value  would  effect  any 
country  holding  S.D.R.'s  including  key  currency  countries. 
In  the  atmosphere  of  uncertainty  and  speculation  i;.'liichi 
ujould  accompany  the  depreciation  of  the  S.D.R.'s, 
disequilibrating  sl-iort-term  capital  movements  not  unlike 
the  "hot  money"  movements  of  the  1930's  could  very  easily 
be  set  off. 

It  i  s  5.  of  course,  possible  that  the  developed 
countries  migtit  receive  and  hold  the  maxinium  amount  of 
special  di-avjing  rights  i;hich  thoy  had  obligated  themselves 
to  uithout  the  S.D.R.'s  falling  to  a  discount  or  i\i-\y 
speculative  movements  occurring.   Cven  if  this  sliould  happen, 
the  potcntiol  problem  would  not  be  eliminated.   Over  time 
the  ir.aximum  obligations  of  the  developed  countries  vou.ld 
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increase.  ThG  developed  countries  niciht  then  balk  at 
receiving  additional  S.D.R,'&  frofn  the  LMiderdevelopcd 
countries. 

In  the  preliininyry  negotiating  of   the  drawing  rinhts 
Egreeiiient  Frence  has  continually  argued  that  each 
participant  be  given  the  right  to  decide  whether  or  not  it 
will  accept  any  additional  allocations  n^ade  to  it.   That 
is,  it  wishers  to  be  entitled  to  "opt  out"  fror.-;  tiio  first 
or  any  subsequent  allocations.     Whether  or  not  this  right 
is  explicitly  given  is  not  of  great  significance.   The 
I.M.F..  in  factf  lacks  the  necassary  authority  to  force 
countries  to  accept  additional  allocations.   Therefore 
any  coLintry  could,  in  reality,  "opt  out"  at  udll.   The 
refusal  of  any  inajor  poiver  to  accept  tf-ie  special  drawing 
rights  I'jould  almost  certainly  reduce  their  international 
acceptability  and  induce  speculative  movetnents  frori  the 
S  .  D .  R .  '  s , 

Inflationary  and  deflationary  pressures , - - T h e 
possibility  that  the  direct  allocation  of  the  ScO.fU's  to 
the  underdeveloped  countries  could  result  in  additior-:ai 
inflationary  pressures  on  world  prices  is  directly  related 
to  the  preceding  discussion.   If  the  underdeveloped 
countries  desired  to  use  their  allocations  of  these  assets 
for  the  pLirposes  of  acquiring  real  goods  and  services  from 
the  developed  countries,  some  nschanisui  of  transfer  would 

'Schweitzer,  International  Financial  News  Survey, 
XX,  No.  17,  138.       ■  ■"     ""'"   '   '""""""   "  '    "~   ^^"  ""'   ' 
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be    required.   One  simple  mschanism  would  be  for  tl;Q  govern- 
r.ientc  of  the  underdeveloped  countrios  directly  to  purchEce 
foreign  goods  and  soruices  with  tl^e  currcncios  scquired 
from  the  S.D.R.'s,   When  those  real  goods  and  sorvlcoo 
found  their  way  into  the  rioiaestio  economies  of  thi3  iifjder- 
developed  countries,  thoy  uould  satisfy  some  demands  ivhich 
otherwise  would  have  had  to  be  met  through  domestic 
production,  foreign  grants,  or  earned  imports.   Goods  obtained 
in  this  fashion  nould,  ceteris  paribiis,  have  a  deflationary 
effect  on  the  domestic  economiBS  of  the  unrjerdeveloped 
countries., 

An  alternative  method  of  drawing  thp  goods  and 
services  from  the  developed  countries  luould  be  for  the 
underdBveloped  countries  to  exercise  economic  policy  ivhioh 
would  allow  doioestic  demand  to  expand  and,  consequently , 
th.e  domestic  demand  for  imports  to  increase.   The  foreign 
currency  claji;!s  obtairsGd  from  use  of  tiie  S.D.R.'s  could 
then  be  mads  available  for  use  by  the  private  sector  to 
help  satisfy  its  demand  for  imports.   The  net  effect  of  such 
policy  on  the  domestic  economies  of  the  underdeveloped 
countries  would  hove  to  be  considered  as  inflationary. 

If  the  underdeveloped  countries  were  to  continuously 
transfer  their  drawing  rights  to  tlie  developed  countries, 
this  action  would  result  in  a  sitiTition  which  would  at 
least  be  potentir-lly  inf lationrry  for  tlie  developed 
countries  in  two  respects.   In  the  first  ploct;,  the 
additional  foreign  expt^nditures  for  the  exports  of  the 
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devoloped  countries  vjould  increase  the  effective  deiTiand  in 
thosu  coLintries.   This  uJouJ-d  bo  true  regardle^ss  of  how  the 
increased  import  domand  came  about  in  the  undDrdevcloped 
countries.   In  thc2  second  piece,  the  additional  lioldir.gs 
of  S.D.R.'s  by  the  dcvplopcd  countries  n;ould  tend  to  be 
infl?;tiDnery  just  as  any  increase  in  their  international 
reSGrves  would  be«   It  is,  of  course,  quite  possible  that 
the  dBvelop&d  countries  would  exercise  economic  policy  to 
maintain  the  existing  louols  of  effective  dcraand  ir,   their 
domestic  econornies  even  thounh  tliey  hod  receivori  grorter 
an'iounts  of  international  reserves  and  the  demand  for  their 
eicports  increased.   Nevertheless,  the  potential  for 
inflation  would  have  increased  for  tiie  doveloped  countries, 

Sumrnarvc  --The  precedino  discussion  leads  to  the 
conclusion  that  if  S.D.R.'s  were  directly  allocated  to  the 
underdaveloped  countries  and  if  thesp,  ccuntries  wculu 
hold,  use,  and  reconstitute  these  assets  ss  international 
reDcrucs„  then  such  allocations  could  help  improve  the 
efficiency  of  the  international  monetary  system.   On  the 
oth.er  hand;  if  the  underdsvcloped  countries  wsrs  to  use 
their  allocations  to  draw  doi'jr-.  real  goods  and  services  from 
the  developed  countries  and  failed  to  reconstitute  their 
aJlocations,  then  the  direct  allocation  of  S.D.R.'s  to  the 
underdeveloped  countries  would,  in  all  likelihuoo',  be 
detriiTiGrital  to  the  efficiency  of  ti'ie  international  monetary 
system.   It  furthermore  seems  evident  thi-t  if  any  plan  or 
aqreemcnt  to  create  a  new  form  of  international  reservys  is 
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to  be  successful,  a  high  degree  of  international  cooperation 
in  mattHTS  of  economic  policy  among  all  participating 
countries  will  be  necessary.   The  more  developed  countries 
have,  of  course,  realized  for  some  time  that  a  high  degree 
of  such  cooperation  among  the  major  economic  powers  is 
required  for  any  international  monetary  system  to  function 
efficiently.   However,  such  cooperation  among  the  developed 
countries  has  generally  proven  difficult  to  obtain  and  has 
so  far  been  impossible  to  maintain  continuously.   The  task 
will  be  made  all  the  more  difficult  if  similar  cooperation 
from  the  underdeveloped  countries  with  their  extremely 
ambitious  goals  of  economic  growth  is  also  made  a 
prerequisite  to  the  efficient  functioning  of  the 
international  monetary  system. 


CHAPTER    in 


THE    PROBABLE    BEHAVIOR    OF   UNDERDEV/ELOPEO   CCJUi'vlTRIES 

TOWARD   DIRECT   ALLOCATIONS    OF    WEWLY   CREATED 

INTERlJATICNAL    RESERVE    ASSETS 


The   preceding    ct'ispter   attcrfiptec!    to   establish    the 
relevance    of   tiie   question :      Whert   ivould   undei-dovslopod 
countries    be   likely    to   do   with   &ny   ne'jly    creatod   rassrv/c 
ar-.yGt£i    nliich   vizre   directly   allocated   to    them?      This    chaptGX- 
i-jill    attempt    to    anai'.'cjr    that    qu9r.tioiu 

AlthoLJoh    widely    diffeicing    opiniono    haue    beer. 
exprossod   as    to   the   probable   behayioi-   of   the   undc-i-devulcpf-d 
coLjntrias    tniiard   such   resyrvcn;    in    ganaral    two   linca    of 
thougiit    ii;ii:y   ba   distinguished:      the,    first   bairig    that   tha 
UT'darricvElopad   countries   would    tvaat   suoii    ?;lloufltinna   as 
intcrp.ational    rssarves   with   any    losseo    to   be    rcconstit'otfrd 
in    c'ue    cDursR;    the    aocond    bsjng    that    tht    underdi^vt-'lopod 
CDunlrics    woiiJd    quickly    use    tho    allocaiinne;    to    obtaiii    raal 
goodc    and   st-rvicos   froiTi    o':h:T   countries   and    fail    to 
reconctituta    thGin, 

Tiia    first    line    of    reasonir-cj,    though    samewhat 
qualified,    was    expressad   in   a    1965    United    Nationc   publiaatic 
6 n  t  i  1 1 0 d   iQ^CLilO^yj.'n^j^l^ J^onjrt a^r  ^^  _1  & s u a 3_  a .'^d  jt_h a_ D a v a  1  o p_i  r^). 
Cxaj^nt^rj^aSs    a    report    of    tha    Groi:p    of    Expo:^ts    en    Internationa] 
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Wonetary  Issues,    The  conclusions  stated  in  this  document 
were  endorsed  by  the  representatives  oF  underdeveloped 

countries  and  can  be  thought  of  as  being  generally 

2 

representative  of  their  position.    This  report  pointed  out 

that  ujhile  the  developing  countries  have  a  very  great  need 

for  long-term  development  aid,  they  also  have  an  acute 

need  for  short-term  resources  or  liquidity  which 

.  .  ,  may  be  expected  to  rise  with  the  growth  in 
their  economies  and  external  transactions.   The 
question  is  whether  they  would  keep  additional 
reserves  if  these  were  given  to  them.   Statistics 
of  the  past  are  a  poor  guide  for  answering  this 
question,  because  the  post-war  drop  in  the 
developing  countries'  reserves  as  a  proportion  of 
their  imports  does  not  reflect  a  uniform  tendency 
but  is  the  result  of  the  different  behaviour 
of  different  countries  under  very  different 
circumstances.   Some  developing  countries 
accumulated  large  excess  reserves  during  the 
war  and  were  well  advised  to  spend  these  for 
development  purposes;  others  used  in  this  way 
excess  reserves  gained  during  the  Korean  war 
boom.  ,  ,  ,  Some  countries  suffered  from  the 
misfortune  of  export  shortfalls  before  thoy  had 
time  sufficiently  to  develop  and  diversify  their 
economies;  others  again  have  drawn  down  reserves, 


''united  Nations  (TD/b/32;  TD/b/C,3/6)  (1955).   The 
Group  of  Experts  on  International  Monetary  Issues  was 
convened  in  accordance  with  the  Final  Act  of  the  first 
session  of  the  United  Nations  Conference  on  Trade  and 
Development,   See  United  Nations,  ProceedinrjS  of  the  United 
Nations  Conference  on  Trade  and  Devaropriient ,  Final  Act"  and" 
Report  CE/C0f^r,46/T41  ,  Uol.  IT  ("New  York,  1*964),  p.  53. 
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United  Nations,  Trade  and  Development  Board,  United 
Nations  Conference  on  Trade  and  Development,  "Continuation 
of  the  Discussion  on  Item  9  of  the  Agenda  of  the  First  Part 
of  the  First  Session  (Consideration  of  the  Report  of  the 
Group  of  Experts  on  International  ilonetary  Issues) 
rTD/B/323 , "  Report  of  the  Committee  on  Invisibles  and 
Financing  Related  to  Trad'e  on  Its  Special  Session  27 
January"-  i\    Febru:ary1966 ,"  Official  Records  3d  Sess., 
Supplement  No.  4  CfoTB/SV/Rev. 1  and  TD/b/C. 3/l B/Rcv. 1 ) 
(Geneva,  1966),  pp.  3-5. 
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sotnetirr.KS  iriiprovidontly,  for  the  saks  of  dovclop- 
ment  and  occasioneil-ly  also  for  financing  welfare 
schemss  or  other  forms  of  current  consumption.  .  .  , 
Some  countries  that  had  drawn  down  but  planned  to 
reconstitute  their  reserves  out  of  export  proceeds 
must  have  found  it  very  difficult  to  do  so  when 
unforeseen  declines  in  corrimodity  prices  occurred. 
And  since  the  trend  in  terms  of  trade  was  downwards, 
during  the  1950's,  it  was  not  unnatural  to  find 
many  countries  caught  in  the  position  where  any 
planned  rebuilding  of  reserves  could  take  place 
only  by  cutting  into  essential  imports  of 
development  goods.   We  also  note  that  many 
developing  countries  have  managed  and  preferred 
to  retain  adequate  reserves.   During  1960-645  s 
period  of  relative  stability  of  export  prices, 
more  than  half  of  the  developing  countries  for 
which  data  arc  available  were  building  up  their 


While  noting  tlia  difficulty  of  generalization,  the 

Group  of  Experts  stated: 

.  .  .  I'le  believe  that  most  developing  countrit^s 
are  conscious  of  the  advantages  of  having  adeotiate 
reserves  and  could  be  expected  to  try  and  retain 
these  advantages.   Conditions  for  their  retention 
vjould  be  more  favourable  if  tlie  pressure  of 
CDfppeting  dsrnands  on  international  means  of  payr.ient 
were  lessened,  and  if  special  provisions  i-jero  made 
for  dealing  with  particulary  difficult  situations,, 

Others,  however,  have  expiessed  the  opinion  that  the 

underdeveloped  countries  are  alMost  certain  to  quickly  draw 

doivn  and  fail  to  reconstitute  any  reserve  assets  nliic!!  they 

are  allocated.   Concern  u^as  expressed  over  this  possibility 

in  the  early  19/iO's  when  plans  for  the  creation  of  the 

5 
International  Monetary  Fund  uere  under  consideration.    The 

^United  Nations  (10/8/32;  TD/b/Cc3/5)  (1965), 
pp.  10-^11  c 


See  Hansen,  pp»  75-B3  5  Benjamin  M.  Anderson, 
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reasons  for  this  concern,  which  are  as  fipplj.cabls  in  the 
196D'£  as  they  were  in  the  1940's,  wern  expressed  by  Nurkcc: 

Some  countries  .  .  ,  given  their  resources  and 
preference  scheidules,  may  feel  that  they  cannot 
afford  to  hold  the  amount  of  reserves  necessary 
for  the  maintenance  of  free  and  stable  exchanges, 
A  reserve  which  a  rich  country  might  consider  just 
sufficient  miQht,  to  n  poor  country,  seem  a 
luxury  beyond  its  means. 

It  is  the  unequal  distribution  of  ujealth  and 
the  unequal  economic  requirements  of  different 
nations  that  largely  account  for  the  maldistribution 
of  international  currency  reserves  in  the  past. 
It  is  these  fundamental  conditions  that  are  apt  to 
distort  or  even  wreck  any  system  of  international 
currency  reserves,  including  such  facilities  as 
are  to  be  provided  by  the  International  fOonetary 
Funric   Unless,  therefore,  something  is  dons  to 
change  the  underlying  conditions  there  may  not  be 
much  hope  of  preventing  a  new  distortion  or  breakdown 
of  the  international  reserve  system  and  a  new 
maldistribution  of  liquid  reserves.^ 

That  such  a  position  still  has  support  is  demonstrated  by 

this  quotation  from  a  statement  hy  Henry  C,  Wallich; 

Many  developing  countries  .  .  ,    have  no  true 
demand  for  additional  liquidity.   Precisely 
because  they  are  so  hard  pressed  for  real 
resources,  they  are  likely  to  spend  any  increment 
in  liquidity,  putting  undesirable  pressure  upon 
the  resources  of  the  surplus  countries.  '' 

IilE_Ji}^^Hl§£y,„ P.L-E' ^ fi,V Lo t:' s  Ana lyses 
fiost  of  those  nt'io  have  touched  upo(i  this  question 
support  their  positions  u.ith  highly  abstract  reasoning  even 
though  in  some  cases  cmpiricol  cbsr-rvotions  which  arc  several 

Solution  (New  York;   Econoni.ist 's  National  Committee  on 
monetary  Policy,  lO/i?.),  pp.  11,  2:ii  and  Riddle,  pp.  10-1/'.. 

'Nurkse,  Conditions  of  International  Monetary 
Equilibrium,  pp ,  l"6~~l'7V 

"^Wallicli,  p.  78. 
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tjmos  remound  from  the  actual  question  have  been  used  for 

support.   A  very  limited  nuivibe?;  of  invtstigoticns  have 

sttempted  to  provide  on;pi.rical  Evirianco  of  thf:!  past  behavior- 

of  underdeveloped  countriec  toi'Juxxl  thoir  i  ntornational 

resem'es.   float  of  these  studies  ware  undertaken  to 

provide  infornaticn  about  the  adequacy  of  the  preci^nt  level 

of  international  reserves  and  the  probable  future  needs 

for  additional  reGorves. 

Almost  u'ithout  exception  those  I'jriters  who  try  to 

quantify  the  "need"  for  international  reserves  cclcKlate.. 

for  a  long  series  of  years,  ratios  of  inter natiuntil  reserve 

quantities  to  quantities  of  certaii!  items  uihich  are  supposed 

to  be  related  in  sone  rriannsr  to  the  "need"  for  intG;rn3tional 

reserves,   Most  popular  among  items  used  as  the  denominator 

in  these  ratios  is  the  value  of  goods  jriiported  over  a 

p 
certain  period  of  time.    Such  ratios  are  calculated  for 

individual  countries  and  on  a  world  basis,   Dn  an  individual 

country  basis  reserve  stocks  are  also  co:"pared  to  ttis 

domestic  money  supply,  imports  plus  capital  outfluus,  or  the 

amount  of  foreign  liabilities.   On  a  world  basis, 


See  United  Nations  (TD/b/3A)  (1956);  pp.  25-/8; 
International  fiionetary  Fund,  ll^J'^iL^iitit.inal^  Re^ein/ej_^^ 
kL9iy;^i^A^«^'»  ^  Study  Prepared  by  't^1e  Sta'f f""of"th9  frfter national 
fionetary  Fund  (Washington;   International  Monetary  Fund, 
1958),  pp,  1/;-65;  "The  Adequacy  of  Monetary  Reserves," 
^-Pi^^£iJ:°I}^--'-  '^IPH^^-^iy  r u n d  S t a f f  Papers,  III,  l^o.  2 
"(  d c 1 0 b e r ,"  1  9  53} ,  1  bT- 22 7 :  t r i f  f  i n ,  Gol d^;and__t h_e_D oUa^ 
CrisJ_S5  pp.  38~/i6;  end  International  TfoTfetary^Fund j 
"International  Liquidity  and  Reserve  Creation,"  I£.^.  ..^UTiHSA 
Re por^_ o f_ the  J. n t e r n_a t i  o n al  [flon e t a r  y  F u n d_  ( W a s ti i  n g t o n  j 
I  nt B r n a tl  o"n a  1  fifo n e t a r  y  Fun d ,  1  966") ,  p"p V  9-20. 
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comparisons  ore  made  of  rosarvn  stocks  to  total  luorld  trade 
or  world  production;  or  the  giowth  rats  of  international 
ressruas  is  compared  to  ttiat  of  trade,  production,  and  tha 
like.^ 

Those  who  make  these  calculations  usually  fail  to 
offer  a  rigorous  explaiiation  as  to  f'hy  they  chose  a 

particular  stock  or  flow  to  co'Tipare  with  reserve  quantities, 

10 
and  thsy  have  drawn  criticism  for  this  deficiency.     Yet 

calculations  of  these  same  ratios  apparently  reprasent  the 

total  effort  thus  far  expended  in  attempting  to  produce  any 

ciuentitative  measurement  of  past  behavior  which  might 

provide  a  basis  for  loredictinn  what  underdeveloped  countries 

would  do  u.'itli  direct  allocations  of  neijly  created  reserve 

.   11 

assets  c 

Aside  from  the  fact  that  thie  calculation  of  t'lese 
ratios  yield  results  which  are  inconsistent  in  regard  to 
each  other,  they  are  simple  coriiparlscns  of  reserve  holdings 
to  certain  other  magnitudes  which  do  not  fully  reflect  the 
primary  function  cf  international  reserves^   International 


^y.'illis  r:nd  Springboin,  pp.  1-41;  United  Nations 
(TD/b/3/0  (n\-:.^)>  pp.  ?n~/iO:  and  Robert  Triffin;  Dui^ 
intern  at  i  o  na  1  Jfiopet  a  i-  y  S  y  s  t  e  m  j_^  j(..^J?_t'-l'  T.SJp  y>  Tpday^  and 
Tom  or  r'o  lu'^^N  ew  YorkT"  Random  'HousI~,"'"T968  J,~"pp.'  66-95. 

''°See  Oscar  L.  Altman,  "Professor  Triffin  on 
International  Liquidity  and  the  Role  of  the  Fund," 
International  m.onetary  Fund  Staff  Papers,  VIII,  No.  ?  (fi^iay, 
igeT),  164  and'  f^achlup"",'""The~Need  for  fiipnetary  Reserves. 

'■''united  Nations  .  (TD/D34)  (19G6),  pp.  23-40  and 
International  Monetary  Fund,  1966  Annual  Ropjjij^, 
pp.  1/>-17. 
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reserves  am   usee!  to  moGt  balance-cf -pcyments  deficits. 
This  is  the  only  rational  reason  for  holding  tl-ierr..   Df 
course  s'jch  things  as    import  volurribs,  export  fluctuations, 
capital  flov.'Sy  etc.,  are  all  ffjctors  in  tho  determination 
of  tha  amount  of  reseruos  a  country  gains  or  loses  ovor  a 
period  of  tifiie.   But  it  is  the  net  balancG  on  both  tl^e 
currtnt  and  capital  account  that  detorrriincs  the  size  of  the 
deficit  or  surplus.   Receipts  arc  just  as  important  as 
payments;  and  nc-t  flows  of  funds  for  invsstrncnt j  aid^  or 
gifts  are  just  as  important  as  visible  itcius  in  dntermining 
the  overall  net  balance.   The  corrsparieon  of  a  single  balance- 
of^paymonts  corr.poncsnt ,  such  as  imports,  to  roscrvo  holdings 
could  sem-'t?  as  an  indicator  of  how  vrell    a  country  prepares 
for  contingent  r'jsorve  losses  only  i^  tlio  magnitude  of  the 
CDfoponont  chosen  is  higl)ly  corrolated  ovrar  time  uiitli  tlie 
size  of  the  deficits  which  that  country  experiences  in  its 
balance  of  poymonts,   HoiMover,  it  is  impossible  to  find 
such  a  correlation  id  thin  the  balance-of-payments 
statencrits  of  a  single  country  to  say  nntliing  of  the 
impossibility  of  finding  any  one  balancR-of -payments 
component  ijhich  ivould  un.iver sally  exhibit  such  a  relation- 
ship with  balancc--cf-pcyments  deficits.   The  same  can  be 
said  of  atter.pting  to  find  groupings  of  balancc~nf-payments 
components  which  would  be  highly  correlated  with  balance- 
of-payments  deficits. 
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ft   fificasurc    of    Indiyi^dual^  Coi.'ntr^i^^^^^       Pq3. i c^i' £„  Tqi-jard 
Ration ja"j. _  F" u nc t i  d n  _  o f ~"5 u c h  ' R s s c _r \/ e s  "" 

The   n-;t    bcilance    of   a   country's   total   ir.dependt^jntly 

12 

riotivatcd    inteinational  trans?uctions  over  a  cex^tain  period 

of  time  is  equal  to  the  arriount  of  international  roserves 
uhich  it  tias  Qsincd  oi'^  lost  ov/b.v  the  same  period  of  timo 
(its  compensatory  transactions).-   This  is  a  result  of  the 
douhle  entx-y  method  of  boo!-;l<e(?ping  used  in  formulating 
balanco-of-payirients  statornsnts.   That  is  to  say^  if  rll  of 
the  balancc-of "paytiisnts  entrios  representing  a  country's 
independently  motivated  transactions  (ict-o-,  all  entries 
representing  transactions  other  than  thosB  denoting 
transfers  of  international  reserves)  ore  riottedj  the 
resulting  balance  must  by  definition  be  equal  to  the  r>et 
gain  or  loss  in  reserves  experienced  by  that  country »   This 
being  the  casop  it  would  seem  that  a  comparison  of  post 
reGcrvo  holdings  with  past  overall  bulonoe-'of-payri-ionts 
deficits  uould  provido  an  indication  of  hew  well  a  country 
has  previously  prepared  .rtsolf  to  meet  its  balance-of- 
payments  deficits.   Behavior  patterns  estabJishcd  from 
comparing  previous  rescrrve  holdings  to  past  balcnce-of- 
payments  deficits  cou]d  be  used  as  a  basis  for  iiia!-;irin 


'  Yeager.  p,  ^;5, 

The  terf.u;  "independently  motivated"  and  "compensatory" 
transactions  are  used  in  essentially  the  same  sense  ns  J,  E. 
fileade's  terms  "autonomous"  and  "accommodating"  transactions 
except  "compensatory"  transactions  are  officially  provided 
or  arranged  for  while  "accommodating"  transactions  can 
rme^nato  from  ttis  private  as  well  as  from  the  public  sector. 
See  J.  E.  Meade,  "The  Balance  of  Payments,"  lilhe._Ihy.o.ry„..°f!. 
International  Economic  Policy ,  I  (London:   OxfVrd  University 
Pfess7~19bTyV"'l~1^ 
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predictions  about  a  country's  probable  future  behavior  in 
this  matter.   iilore  specif  ioa  11.  y,  previous  reserve  holdings 
can  be  compsr&d  to  past  balance-of -payroonts  deficits  for 
both  developed  and  underdeveloped  countries  in  an  attempt 
to  discern  the.  differencer,  or  similarities  in  the  behavior 
patterns  which  the  two  groups  of  countries  have  previously 
exhibited  in  preparing  for  balsnce-of "payments  deficits  by 
accumulating  international  rf-;serves. 

One  problem  involved  with  an  ottenpt  to  establish 
the  behavior  patterns  in  the  manner  just  discussed  is  that 

all  countries  do  not  compute  deficits  or  surpluses  in  the 

1  "^ 

same  manner  Por  purposes  of  statistical  presentation. 

Fortunately,  however,  quarterly  data  of  inlGrnational 
reserve  holdings  are  available  for  most  couiitries.   Since 
changes  in  a  country's  holdings  of  inter nationa.T  reserves 
will  be  equal  to  its  balance -of-payments  surplus  or  deficit 
as  determined  on  an  official  settlements  or  a  strict 
"overall"  balance  concept,  the  problem  arising  from 
countries  defining  deficits  or  surpluses  in  different  yjays 


Reservr^  holdings  can  be  compared  to 


can  be  circumvented. 

-IT  , 

Poul  Hpst-Madsan,  •'Asym.fnetries  Betujsen  Balance 
of  Payments  Surpluses  and  Deficits,"  IilterM2aM^njy._JT^on£t_ar_y 
rilill.S t a j-T  Papains,  IX,  No.  2  (July,  19627,  182-99  and 
Fritz  fila'cnTup"'  ''Three  Concepts  of  the  Balance  of  Payments 
and  the  So-Called  Dollar  Shortage,"  The  Economic  Journal , 
LX  (March,  195G),  46-68. 

'  An  "overall"  deficit  or  surplus  is  defined  in 
the  strict  sense  as:  ".  .  .  the  balance  that  is  matched  by 
financing  by  i/ionetary  authurities  in  raspcnse  to  the 
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past  reserve  losses  in  order  to  determine  how  well  individual 
countries  have  previously  been  prepared  to  meet  reserve 
losses  actually  incurred.   These  findings  can  then  be  used 
as  one  indicator  of  the  degree  to  which  individual  countries 
are  likely  to  provide  For  reserve  losses  in  the  future  by 
building  up  reserve  holdings  and  maintaining  stocks  of 
International  reserves. 


An  Analysis  of  the  Behavior  Previously  Exhibited 

by  Developp^d  and  Underdeveloped  Countries 

Toward  Inte'rn'ational  Reserves 


Aperqu 

In  order  to  compare  reserve  holdings  to  reserve 
losses,  time  series  of  individual  countries'  holdings  of 
international  reserves  were  established.   The  period  chosen 
for  analysis  begins  with  the  1st  quarter  of  1952  and  ends 
with  the  1st  quarter  of  1968.   Observations  were  m£;de  on 
a  quarterly  basis. 

Peaks  and  troughs  were  established  in  each  country's 
time  series.   Cumulative  losses  of  reserves  were  maasursd 
from  peaks  to  troughs.   Reserve  holdings  at  the  peak 
preceding  the  largest  loss,  reserve  holdings  at  the  peak 
following  the  largest  loss,  and  reserve  holdings  as  of 

balance  of  payments."   H/st-IYladsen,  International  Wonetary 
Fund  Staff  Pagers,  IX,  No.  2,  185. 

"  It  'shoul'd  be  noted  that  while  the  terms  "ov/erall" 
and  "official  settlements"  are  sometimes  used  to  refer  to 
deficits  or  surpluses  in  the  U.S.  balance  of  payments, 
these  terms  generally  have  different  denotations  for  the 
U.S.  balance  of  payments  than  they  have  in  regard  to  those 
of  other  countriHS. 
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March  31,  196B  were  each  expressed  ac  a  percentage  of  the 
largest  loss  for  each  country.  This  procy;3s  was  repsatod 
for  the  2nd  and  3rd  largest  losses. 

The  percentage  ratios  of  reserve  holdings  at  a  peak 
to  the  folloviing  loss  indicate  the  degree  to  which 

individual  countries  losre  prepared  to  ricet  the  subsequent 

15 

loss  by  drawing  fron  their  stock  of  reserves. 

The  percentage  ratios  of  reserve  holdings  at  a  peak 
to  the  loss  which  preceded  that  pea!c  indicate  the  degree  to 
which  each  country  reconstitutpd  its  reserves  relative  to 
the  preceding  loss. 

The  reserve  holdings  as  of  March  31,  1968  i-iere 
expressed  as  percentages  of  the  past  losses  in  order  to 
give  an  indication  of  hou  I'jell  countries  are  currently 
prepared  to  meet  losses  or  the  magnitudes  rjhich  tmva 
occurred  since  1952o   This  measure  is»  of  course,  biased  in 
an  upward  direction  since  countries'  holdings  of  inter- 
national reserves  as  woll  as  trie  iribgnitudes  of  thair 
reserve  losses  havCf  in  general,  trerulcd  upward  since  19S2o 

Period  studied.-— Between  1914  and  19  52  the  total 
volume  of  international  rroserves,  their  distribution  among 

'"Ratios  of  reserves  held  at  a  troug''.  to  the  loss 
which  terminated  at  that  trough  u^ere  not  calculated^  The 
calculation  of  these  ratios  does  not  seem  necessary  since 
in  all  cases  they  will  be  equal  to  the  percentage  rat.ios  of 
the  reserves  held  at  the  peak  preceding  the  trough  to  the 
following  loss  minus  100  percent. 
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countries,  and  tl'ie  fluctuations  in  .t  ndividual  countries' 
holdings  of  international  reseruos  were  often  most  strongly 
inriuenced  by  exogenous  forcp.s.   It  is-,    of  course,  impcssibli 
to  find  an  extended  period  in  iihich  such  forcco  were 
entirely  absent,   HowG^er,  this  analysis  crhternpts  to 
establish  behavior  patterns  toward  international  reserves 
>oh j  cli  primarily  reflect  policy  dscisions  made  in  the 
absence  of  overriding  exogenuLis  forces.   It  therefore  seerno 
tiiat  little  can  be  gained  frofA  obsorving  fluctuations  in 
irrcernati.onal  rosorves  over  the  period  extending  through 
World  War  11  or  even  through  the  to.-o  years  in  which  the 

Korean  conflict  had  its  greatest  effect  on  international 

16 
economic  conoitions. 

The  period  beginning  with  the  1st  quarter  of  19Fj/ 
and  endirig  with  the  1st  quarter  of  1968  I'jas  chosen  for  this 
study.   It  is,  of  course,  realized  that  nu  past  period  is-ill 
provide  exariiplos  of  behavior  patterns  of  any  type  which  c^n 
be  extrapolated  into  the  future  without  qualification, 
i\evertiTolesF.,  the  1952-1958  period  seeras  most  suitable  for 
purpoBDs  of  tiiis  paper. 

Fr  equ  en  c  y.„£t._9b  g  e^y  a  t  i  on .  -  - 1  i  o  1  d  i  n  g  s  of  internatiunHl 
reserves  were  ob;"erved  at  the  end  of  each  quarter.   This 
frequency  i"as  ch'jsen  because  (1)  quarterly  ressrv/n  data  is 


International  filonetary  fund,  International 
R o s e r v e s  a n d  L i qu J^ di t y ,  pp.  1-40.       ~   " 

"".  7\'nothe*x"  reason  for  not  dealing  with  the  pro-Korean 
conflict  years  is  the  inadequacy  of  data  concerning  inter- 
natiofial  reserves  prior  to  the  early  1950's. 
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avaiJ.able  for  must  countries  and  (2)  it  allows  seasonal 

variations  to  be  considered. 

Def initi on  of^^internati^    reserves o --For  purposes 

of  this  paper  a  country's  international  reserves  are  defined 

to  includo  the  sum  oF  gold  hold  by  its  monetary  fiuthoritiesj 

its  I.M.F.  gold  or  super  gold  tranche,  and  its  oTficial 

foreign  exchange  holdings.   Official  foreign  exchange 

holdings  are  dfjfinod  hore  as  thay  are  by  thtj  International 

fOonetary  Fund  as 

.  .  .  holdings  by  monetary  authorities  (central 
banks,  currency  boards,  exchange  stabili^^ation 
funds,  and  Treasury  holdings  to  the  extent  that 
treasuries  perform  similar  functions)  of  bank 
deposits,  Treasury  bills,  short  and  long-term 
government  securities,  and  similar  items  when 
denominated  in  convertible  currencies,' 

AyQJi\gJjJ-J!AJ<y_..Qnd_._consistonc 

national  reserve  data, --Figures  of  quarterly  international 

reserve  holdings  for  most  countries  z>re   made  available  in 

the  International  filonetory  Fund  publication  Inteijiajt^i_ofj£l 

F i n a g c JL a  1_ S t a t i s t i c s <>   The  time  series  of  international 

reservo  ^loldinQP  established  from  this  publication  are  not 

thoroughly  nonoistento   Hoi-JBVer,  the  I.fiUF.  revises  the 

reserve  data  periodically  in  ordar  to  minimize  its 

inconsistencies.   These  revisions  arc  published  in 

.?i'  P£  1.^.115 Qll^^.'Lil J.riiiLF,OSM  ^n.S--L J1'L'H;.19J-J'  ^  ^^ '*' 'z^Jl  '^  ^  ^  -^  *   These 

two  publications  were  used  in  conjunction  in  an  attempt 

to  minimise  the  inconsistencies  x\-\   the  time  series  solecti;:d 


1  7 

International  Monetary  Fundj  lD^^^"'l?,^J'-°'l^-'. 
Ll!l?J3.?i_^LL_S.ta_t  j^_c_i£S  ,  XXI,  K' o «  5  (  Ju n e ;  "'l  9  6 if)  ,~"f /; . 


far  use  in  this  analysis;,   Nevartholcsbf  &ome  tec'inical 
br:!a!cG  which  interrupt  tho  coniparabili ty  of  tliB  data  remain 
in  thD  tifTiG  scrioG  of  cone   countries,   Houjover,  dyta  on 
eithGr  cido  of  such  a  brcok  fsti.ll  form  a  ssries  which  nay 
bo  cofiGidei-c-:d  consistent  for  eiialytical  purpnsoso   Of 
courS'Dj,  if  ciny  such  technical  break  in  tha  data  occurred 
during  the  period  in  unich  a  curnu.lsti vi^  loos  was  obcsrued, 
that  loss  had  to  ba  disregarded*   Fortunately,  such 
occurrcncfis  were  feii!.   Quarterly  reserve  data  were  not 
PA/ailablc  for  all  countries  studied  bcQinr.ing  in  1952 
becsuso  of  inadequate  reporting  and  the  political 
realign-ipfit  of  countries. 

The  follD'.jing  is  a  grouping  of  countries  dealt  with 
in  this  study  accordirjy  to  the  completeness  of  the  tiine 
scries  describing  their  quarterly  holdings  of  intcrnstiorial 
rescrvesc   Exclusion  of  some  cumulative  lueses  because  of 
technicBl  brec.ks  in  the  dota  ore  noted  in  the  footnotes 
accompanying  the  groupings. 
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TABLE  1 

COUNTRIES  FOR  WHICH  QUARTERLY  RESERVE  DATA  IS 
AVAILABLE  FROM  THE  1ST  QUARTER  OF  1952 


Australis  Honduras 

Austria  Iceland 

Belgium^  Iran 

Bolivia'^  Iraq 

Brazil  Lebanon 

Burma  .  Mexico 

Canada  Nether-lends 

Ceylon  New  Zealand 

Chilci  Nicaragua 

Colonibia  Norway 

Costa  Rica  Peru 

Denmark  Philippinac 

Dominican  Republic  South  Africa 

Ecuador  Sweden 

El  Salvador  Thailand 

Guatemala  Venezuela 


Canada:   Not  considered  until  2nd  quarter  of 
1965  due  to  floating  exchange  rate. 


104 


TABLE  2 


OTHER  COUNTRIES  INCLUDED  IIM  THE  ANALYSIS  AND  THE  DATES  FOR 
WHICH  THE  TIME  SERIES  DP  THEIR  RESERVE  HOLDINGS  BEGINS 


Country  Beginning  Date  of  Time  Series 


Arqentina  4th  1955 

Ethiopia  2nd  1956 

Finlanri  3rd  1953 

FrancG^,  4th  1956 

GeiTiany"  (ftdoiEl  Republic  of)  4th  1956 

Ghana  4th  1956 

Greece  4th  1955 

Haiti  4th  1955 

India  4th  1955 

Ireland  4th  1957 

Israel  2nd  1953 

Italy  4th  1960 

Japan  4th  1956 

Jordan  4th  1955 

Korea  4th  1953 

Kuiuait  4th  1963 

Libya  4th  1960 

Diorocco  1st  1955 

Nigeria  4th  1960 

Panama  4th  1952 

Pakistan  4th  1957 

Paraguay  4th  1956 

Poi-tugal  4th  1956 

Saudi  Arffibia  4th  1960 

Spoil!  4th  1957 

Sudan  4th  1956 

Switzerland  4th  1956 

Syria  4th  1953 

Tunisia  4th  1958 

Turkey  4tti  1955 

United  Arab  Republic*^  1st  1957 

Uruguay  4th  1957 

Yugoslavia  4th  1956 


^France:   Technical  break  in  4th  quarter  of  1957. 

Gerniany:   Teehnicol  break  in  4th  tii.iar-ler  of  1960. 

^United  Arab  Republic:   Technical  brealc  in  3rri 
quarter  of  1957  and  in  1st  quarter  of  1961. 
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Deflation  or  inFlation  of  international  reserve 
fiqures. — The  quarterly  holdings  of  international  reserves 
presented  in  International  Monetary  Fund  publications  are 
expressed  in  terms  of  the  current  dollar  values  of  the 
period  in  which  the  observations  were  made.   However,  the 
prices  of  internationally  traded  goods  and  services  have  not 
remained  constant  over  the  1952-1968  period.   This,  of 
course,  means  that  a  given  dollar  amount  of  international 
reserves  would  not  necessarily  cover  the  same  excess  of 

imports  over  exports  of  real  goods  and  services  at  all 

18 
times  between  1952  and  1968. 

In  order  to  compensate  for  variations  in  the 

purchasing  power  of  international  reserves  each  country's 

reserve  holdings  were  deflated  (or  inflated)  by  yearly  unit 

value  (price)  indexes  for  imports.   The  import  price 

indexes  used  were  those  presented  in  the  United  Nations 

19 
Itlonthly  Bulletin  of  Statistics. 

The  indexes  are  of  the  Paasche  type: 
Tr  ^^^  Q- 

In  the  years  1952-1956  the  indfixes  are  obtained  by  revaluing 
current  imports  at  the  dollar  prices  of  1953.   Beginning  in 
1956  the  indexes  are  obtained  by  revaluing  current  trade  at 


1  8 

For  simplicity  this  example  assumes  that  capital 

flows  remain  constant. 

""^See  United  Nations,  "Special  Features:   World 
Trade:   Index  Numbers  by  Regions,"  normally  contained  in 
the  January,  April,  July,  and  October  issues  only  of 
Monthly  Bulletin  of  Statistics,  19  53-1968. 
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the  doLlor  pi-5.ccs  of  1959.   Ths  indexes  arc  linked  at  the 
year  1956  and  adjusted  so  that  1D53  is  represented  by 
103  percent. 

The  price  indexcf:  of  imports  are  not  av/ail5bls  for 
individu£)l  countriBS  in  every  case  but  ara  available  on  an 
ares  basis.   The  time  series  in  this  analysis  vjare  adjusted 
by  s  separate  import  price  index  for  Japan  and  separate 
import  price  indexes  for  the  folloi-jing  groups  of  countries: 

1.  Africa:   Central 

2.  Africa:   Other  African  Countries  Exclud.lriy 

South  Africa 

3.  Asia:   Sterling  Asia 

4c  Asia:   Other  Asian  Countries  Excluding  Japan 

5,  Australia,  New  Zealand,  and  South  Africa 

6,  Latin  America 

7,  North  America 

8,  fi'iiddle    East 

9„   Western  Europe:   European  Economic  Community 

10.  Western  Europe:   European  Free  Trade  Associr^ition 

11,  Western  Europe:   Other  Western  European  Countries 

L^1i?.ilLi.^'l?Il!:™9X_..9,-l£!l?LA^5L^      ."-Before  a  J.oss 
in  a  country's  holdings  of  international  reserves  can  be 
quantified}  it  is  obviously  necessary  to  establisli  the 
higher  level  and  the  lower  level  of  reserve  holdings  ivhich 
fjill  he  compared  to  detcrmifuj  the  magnitude  cf  the  reserve 
losoc   In  this  analysis  a  trough  in  a  country's  international 
rer.erve  time  series  is  defined  as  a  Iosj  point  in  tliat 
country's  holdings  of  reserves  nhich  is  not  folio 'Jod  by  a 
loi'jor  point  nitliin  the  next  fom:'  quarters ,   A  peslc  is 

^^Soe  United  Nations »  Supplemsnt  to  the  .r^qnthly 
Bull eti n_  of _Stati sties  ;^  J2£i'lil!AJX9Jl.?.3Iiil_X^\£Q^i-^.'^-'l>^  J^ 
VTS'Sf    p  p .,  ""l  1  5™2  b  a  n  d  "  U  nl  t'ed  "N  at  I  o  nTr^'lfupjlfi/'l?"^  "t",  J-h^.  ~ 
[T'loothly  Dullntin  of  Statistics:   DefinTti"ons  and 
E  X  p  I  an  aT o  r  y'  "Note  s ,  19"b9,"  pp.'  9T~97T 
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ds fined  as  the  highest  point  betviSGn  tiJO  troughs,   A 
cumulative  reserve  loss  is  defined  es  the  diFference  between 
the  level  of  reserves  held  at  a  peak  and  the  level  hold  at 
the  folloiJing  trough. 

The  use  of  triis  procedure  means  that  an  increase  in 
a  country's  reserve  holdings  which  is  seasonal  or  random  in 
nature  will  not  define  the  end  of  a  cumulative  loss  in 
reserves  provided  the  reserves  fall  to  a  lojjer  level  tlian 
that  which  existed  prior  to  the  random  or  seasonal  increase 
witriin  four  quarters  of  the  previous  lou  points  occurrenceo 
for  exarriplop  assurna  a  country  holds  GlOjOOLJ  of  international 
reserves  at  a  peak  and  then  Iobbs  rsservss  for  ten 
consecutive  quarters  until  it  holds  only  S4,000  of  reserves. 
Assume  the  couritry  then  gains  S'fOCO  in  reserves  over  the 
next  tivo  quarters  and  subsequently  loses  f^2,000  of  rosorves 
over  the  next  three  quarters  so  that  it  then  holds  only 
S;3j000  in  reserves.   If  the  reserve  level  does  not  f aj  1 
belouj  S3s,000  for  the  next  four  quarters^  f^^sOOO  is  defined 
as  a  trough  in  the  country's  holdings  of  reserves  and  the 
cumulative  loss  is  held  to  have  occurred  over  the  entire 
fifteen  quarters  and  amount  to  G'^sCOO, 

£i.?.§^Li5®iL°ilJ9L.,?„°'iilL^l^?,»"        ^*'"'>'  type  of 
comparison  can  be  made  between  developed  and  underdeveloped 
CDLint:cies  it  isj.  of  course,  necessary  to  decide  which 
individual  countries  will  be  considered  as  developed  and 
yjhich  will  be  classified  as  underdeveloped.   It  is  not 
surprising  that  some  sources  refer  to  certain  countries  as 
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being  developed  uhile  othor  sources  cJ-aGsiTy  the   sama 
countries  as  underdevelupfad.   A  country  ic   deuelopr-d  or 
undsjrdQv/o^.lopBD  only  in  relation  to  othf.'r  countries, 
FurthGrrnorG,  a  coLintry  can  be  relatiucly  devoloped  or 
underdeveloped  in  many  respects.   This  paper,  houeuer,  is 
conccrnrjd  only  with  the  relative  econoniic  rieuelopment  of 
different  countries.   Even  so  there  is  no  precise  guideline 
by  I'jhich  we  may  separate  developed  from  underdeveloped 
countries,   Indeedj  disagreement  exists  over  wliich  set  or 
sets  of  statistical  data  should  be  used  in  cotnporing 
countries  for  this  purpose, 

Froia  an  abstract  vie^'jpDint  en  undei-developsd  country 
could  be  defined  as  one  whicli  has  ntvc  yet  been  egIp  to 

mobilize  n  level  of  capital  for.iiation  nhi^h  is  sufficient 

..  21 

to  allow  it  to  achieve  a  self-sustaining  rate  of  grofion. 

In  practice  J  however,  it  is  virtual] y  impossible  to  apply 
such  a  criterion  viith  precision. 

filost  writers  rely  on  a  comparison  of  per  capita 
national  incomes  measured  .in  sor^e  coiTimon  currency  and 
arbitrarily  say  tt.at  countries  uith  per  capita  inccTios 
greater  than  a  certain  amount  shell  be  called  developed 
countries.   While  this  approach  rnay  seem  both  practical  and 
useful,  if  it  is  applied  I'lithout  exception,  tiie  resulting 
classification  uill  be  open  to  serious  criticism.   for 
example,  Kuwait  v;ould  be  designated  as  having  the  highest 

See  Pr.  N.  Rosenstein-Rndan,  "International  Aid 
for  Undordevelopcd  Countries,"  The  Ro^'ieuj  of  F.:conomics 
and  5tat.ir.:-.ic3,  XLIII,  No.  2  (na7'r~'l  y6T)7 'lOV. " 
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level  of  economic  deuelopmsnt  in  tho  worlds   It  would  Geemj 

therefore,  that  other  criteria  such  as  inconie  distribution, 

capital  f orniatiorij,  private  ccnoumption  expenditutBy  etc., 

should  be  used  along  fjith  the  national  in:;omo  per  capita 

measure^   Because  the  addition  of  each  ci-iterion  means  tho 

use  of  another  value  judgmentj  even  the  .Tiost  thorough 

attempts  at  screeriing  the  developed  from  the  underdevslo.nad 

countries  will  yield  arbitrary  results.   In  view  of  thiSj 

it  seems  most  useful  for  purposes  of  this  paper  to  rely 

on  the  customary  classification  of  countries  which  has  been 

universally  presented  in  the  United  Nations  f(lont,')ly 

Bulletin  of  Statistics e     This  classification  is  as 

follows: 

Economic  Class  I  (Dovoioped  Countries) 

Australia 

Canada 

Japan 

Wew  Zealand 

South  Africa 

United  States 

Western  Europe 

Common  Piarket 

Belgium-Luxembourg 

France 

Federal  Republic  of  Gerniyny 

Italy 

Netlierlands 

9? 

United   Nations,    j^onty y  ^illjUn__o£_S_tati£ti_c3, 

fday,    19  5S,    pp.    102-107. 
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Free  Trade  Ai^ea 

Austria 

Denmark 

Norway 

Portugal 

SwHcJen 

Switzerland 

United  Kingdom 

Othor 

Finland 

GrnRce 

Iceland 

1 1- el  and 

Spain 

Turl<ey 

Yugoslavia 

Economic  Class  II  (Undsrdnveloped  Countries) 
This  list  includes  only  those  countries  for 
which  enough  quarterly  reyB?o\/e  data  is  available 
so  that  at  least  tiuo  cumulative  losses  can  ha 
defined.   In  every  case  it  I'jas  found  that  at 
least  six  consecutive  years  of  quarterly  data 
were  required  to  mast  this  condition, 

Africa 

Ghana 
rfiorocco 
Nigeria 
Tunisia 

Latir;  Ainnrica 

Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa  Rica 
Dominican  Republic 
Ecuador 
E:1  Salvador 
Guatemala 
Haiti 
Honduras 
fUexico 
Nicaragua 
Panama 
Paraguay 
■  Peru 
Uruguay 
Venezutla 
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iniddle  East 

Ethiopia 

Iran 

Iraq 

Isrecil 

Jordan 

Kuwait 

Lebanon 

Libya 

Saudi  Arabia 

Sudan 

Syria 

United  Arab  Republic 

Asia 

Burma 

Ceylon 

India 

Pakistan 

Philippines 

South  Korea 

Thailand 

Thic  claysif ication  is,  of  course,  still  subject  to 

qusstioHc   Especially  vulnerable  is    the  classifying  as 

developed  countries  some  of  the  less  industrialized  countries 

of  western  Europe--lrclsnd,  Iceland,  Finland,  Grsecsj  Turkey^ 

Spain,  Portugal  f  Yugos.lavia,   Accorciingly,  the  foiloniny 

distinction  is  rnsde  among  the  Economic  Class  I  Countries  s"" 

Developed  filarket  Economics 

Belgium" Luxembourg 

Canada 

Federal  Republic  nf  Germany 

France 

Italy 

Japan 

Netherlands 

Sweden 

Switzerland 

United  Kingdom  of  Great  Britain  and  Northern  Ireland 

United  States 

^^United  Nations  (ID/q/'SA)    (1965),  p,  27,   See  also 
United  Nations^  (\^onthly  Bulletin  of  Statisti_cs,  filay,  196fl, 


ppc  102-107. 
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Other  Hi  c]h  Income  Countries 

Australia 

Austria 

Denmark 

Finland 

Greece 

Iceland 

Ireland 

Mew  Zealand 

Norway 

Portugal 

South  Africa 

Spain 

Turkey 

Yugoslavia 

One  othsr  cuboroupinr;  of  underdeveloped  countries 

ujOL'ld  SGofTi  usefulo   This  grouping  is  dictated  hy  the  fact 

tliat  s-ix  of  the  underdeveloped  countrieD  are  niajor 

exporters  of  cil: 

?4 

Underdeveloped   Countries   Which   are    niajor   Oil    Exp  or  tori: 

Iran 

Iraq 

Kuwait 

Libya 

Saudi  Arabia 

Venezuela 

With  the  exception  of  tiie  United  States  and  the 
United  Kingdom  all  of  the  67  countries  in  the  groupinys 
just  listed  are  ineludod  :•  n  this  analysis.   The  United 
States  and  the  United  Kingdom  were  cxclurleri  frofn  the  analysis 
because  of  their  unique  positions  in  the  present  inter- 
national monetary  system  as  trio  ir.ajor  key  currency  countries. 

Jntcrriotional  Monetary  Fund^  .1,''M'_'^i3r'i'i'jL 
Report  .  , >  ,  p.  13o 
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Rssul  ts^ _£i.„ t il9_an_a l_ys i_s 

In  this  stiction  an  attenpt  is  niadG  to  sumniari/iB., 
accordinQ  to  country  classification,  the  patterns  .jjhich 
were  found  in  the  time  series  of  individual  countries' 
holdings  of  international  reserves. 

In  accordance  with  the  rationale  set  forth  on  page  99 
frequency  distributions  of  countries  were  irade  sccording  to: 

1.  the  percentage  ratio  of  international 
reserves  which  they  held  at  the  peak 
preceding  their  largest  cumulative  loss  of 
international  reserves  to  that  loss  (see 
Table  3  and  Figure  1  on  pp.  11B  ^c   115); 

2.  the  percentage  ratio  of  international 
reserves  whicii  they  held  at  the  peak 
preceding  their  2nd  largest  cumulative 
loss  of  international  reserves  to  that 
loss  (see  Table  4  and  Figure  2  on 

pp.  122  &  123); 

3.  the  percentage  ratio  of  J  nteinatiorial 
reserves  which  they  held  at  t'n.e  peak 
preceding  their  3rd  largest  cumulative 
loss  of  iriternational  reserves  to  that 
loss  (see  Table  5  and  Figure  3  on 

pp.  126  &  127): 

A.   the  percentage  ratio  of  international 
reserves  which  they  held  at  tfie  peak 
following  their  largest  cumulative  loss  of 
international  reserves  to  ttiat  loss  (see 
Table  6  and  Figure  4  on  pp.  130  &  131); 

5,   the  percentage  ratio  of  international 
reserves  which  they  held  at  the  peak 
foilowing  their  2nd  largest  cumulati\/e 
loss  of  international  reserves  to  that 
loss  (see  Table  7  and  Figure  5  on 
pn.  134  &  135); 

5.   the  percentage  ratio  of  international 
reserves  which  they  held  at  the  peak 
folloujing  their  3rd  largest  cumulative 
loss  of  international  reserves  to  that 
loss  (see  Tabic;  S  and  Figure  5  on 
pp.  138  &    139); 
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7,  the  percontago  ratio  of  internationDl 
m^orves  which  they  hold  on  March  3i ,  1968 
to  their  largest  cumulative  lo3c  of 
international  reserves  (sec  Table  9  tuid 
Figure  7  on  pp.  142  &  1A3); 

8,  the  percentage  ratio  of  international 
reserves  which  they  held  on  March  31,  1968 
to  their  2nd  largest  cumulative  loss  of 
international  reserves  (see  Table  10  and 
Figure  8  on  pp.  1A6  5-.  147);  'onti 

9o   the  percentage  ratio  of  international 

reserves  i-ihich  they  held  on  March  31,  19G6 
to  their  3rd  largest  cumulative  loss  of 
international  reserves  (see  Table  11  and 
Figure  9  on  pp.  150  &  151 )» 

For  these  frequency  distributions  the  country 
classifications  used  uores   (l)  Develcped  Market  Fconomic 
Class  I,  (2)  Other  High  Income  Economic  Class  I,  (3) 
Fconoi-iic  Class  II  Countries  Less  the  Ecanemic  Class  II 
Countriss  Which  are  Major  Exporters  of  Oil,  e.nti  (4)  Ecoriorr.ic 
Class  II  Countries  Which  arc  Major  Exporters  of  Oil,   This 
distinction  I'jas  made  among  tfie  Economic  Class  11    Countries 
because  the  six  Class  II  Countries  which  are  major 
exporters  of  oil  have  increasod  their  holciings  of  inter- 
national reserves,  especially  in  the  19G0's,  to  such  an 
extent  their  time  series  are  very  dissimilar  to  those  of 
the  other  Class  11  Countries, 

Cachi  of  the  follovjing  frequency  distributions  is 
accompanied  by  a  figure  i-iliich  presents  the  percentage 
frequency  distributions  in  graphic  for;(i.   The  Economic  Class 
II  Countries  Which  are  Major  Exporters  of  Oil  were  not 
included  iu    these  figures  for  purposes  of  clarity  and 
because  these  countries  represent  such  a  small  percentage  of 
the  Class  II  Countries* 
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It  stiould  be  noted  that  the  number  of  countries  in 
each  classification  in    not  constant  throughout  tiie  nine 
fx'oquency  distributions.   This  is  because  ("i)  on.ly  two 
cunulative  losses  appeared  in  the  tirnn  series  of  sofoe 
countries  and  (2)  in  the  time  series  of  soraa  countries  one 
of  the  throe  largest  cumulative  losses  terrainatcd  so  near 
the  end    of  the  series  that  it  uas  impossible  to  define  tfie 
following  pealc 
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TABLE  3 

FREQUENCY  DISTRIBUTION  OF  COUNTRIES  ACCORDING  TO  THE  RATIO 

OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES  AT  THE  PEAK 

PRECEDING  THEIR  LARGEST  CUrrULATIUE  LOSS  OF  INTERNATIONAL 

RESERVES  TO  THEIR  LARGEST  CUmuLATIVE  LOSS  OF 

INTERNATIONAL  RESERVES  WHICH  OCCURRED 

BETWEEN  THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1966 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves  Held 

at  the  Peak 

Economic 

Economic 

Preceding  the 

Other 

Class  II 

Class  II 

Largest 

Developed 

High 

Countries 

Countries 

Cumulative 

Plarket 

Income 

Less  Major 

Which  are 

Loss  of  Reserves 

Economic 

Economic 

Oil  Exporting 

fHajor 

to  the  Largest 

Class  I 

Class  I 

Class  II 

Exporters 

Cumulative  Loss 

Countries 

Countries 

Countries 

of  Oil 

Under  100^ 

^00%   to  200^ 

3 

25 

1 

200^  to  300^ 

1 

6 

5 

3 

300^  to  400^ 

1 

1 

1 

400^  to  500^ 

2 

2 

1 

500?S  to  600^ 

1 

1 

3 

600?5  to  VOOfo 

1 

1 

1 

700^  to  800^ 

800^  to  900^0 

900^  and  over 

3 

2 

Total 

9 

14 

36 

6 
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TABLE  3— Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

market 

Income 

Less  HHajor 

Which  are 

Economic 

Economic 

Oil  Exporting 

Major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

21.4 

69.4 

16.7 

11.1 

42.9 

13.9 

50.0 

11.1 

7.1 

2.8 

22.2 

14.3 

16.7 
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TABLE  4 

FREQUENCY  DISTRIBUTION  OF  COUNTRIES  ACCOROIMG  TO  THE  RATIO 

OF  THEIR  HOLDINGS  OF  INTERAiATIONAL  RESERVES  AT  THE  PEAK 

PRECEDING  THEIR  2ND  LARGEST  CUWULATIUE  LOSS  OF 

INTERNATIONAL  RESERVES  TO  THEIR  2ND  LARGEST 

CUdnULATIVE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETWEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1968 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves  Held 

at  the  Peak 

Economic 

Economic 

Preceding  the 

Other 

Class  II 

Class  II 

2nd  Largest 

Developed 

High 

Countries 

Countries 

Cumulative  Loss 

lYlarket 

Income 

Less  (Ylajor 

Which  are 

of  Reserves  to 

Economic 

Economic 

Oil  Exporting 

major 

the  2nd  Largest 

Class  I 

Class  I 

Class  II 

Exporters 

Cumulative  Loss 

Countries 

Countries 

Countries 

of  Oil 

Under  100?S 

lOO^iS  to  200^ 

2 

10 

200?$  to  300^ 

1 

4 

14 

2 

300^  to  400?S 

2 

6 

1 

400^  to  500^ 

1 

2 

1 

500^  to  5005^ 

1 

600?$  to  7Q0?S 

1 

2 

700?S  to  800% 

2 

800?S  to  900?S 

1 

900?S  and  over 

5 

2 

3 

2 

Total 

9 

14 

36 

6 
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TABLE  4--Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

^.arket 

Income 

Less  Major 

Which  are 

Economic 

Economic 

Oil  Exporting 

Major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

14.3 

27.8 

11.1 

2B.6 

38.9 

33.3 

14.3 

16.7 

16.7 

7.1 

5.5 
2.8 

16.7 

11.1 

14.3 

22.2 

7.1 

55.5 

14.3 

8.3 

33.3 

100.0 


100.0 


100.0 


100.0 
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TABLE  5 


FREQUENCY  DISTRiaUTION  OF  COUNTRIES  ACCORDING  TO  THE 

OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES  AT  THE 

PRECEDING  THEIR  3RD  LARGEST  CUIVIULATIUE  LOSS  OF 

INTERNATIONAL  RESERVES  TO  THEIR  3RD  LARGEST 

CUrnULATIVE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETWEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1968 


RATIO 
PEAK 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves  Held 

at  the  Peak 

Economic 

Economic 

Preceding  the 

Other 

Class  II 

Class  II 

3rd  Largest 

Developed 

High 

Countries 

Countries 

Cumulative  Loss 

(Ylarket 

Income 

Less  (Ylajor 

Which  are 

of  Reserves  to 

Economic 

Econonic 

Oil  Exporting 

Pla  jor 

the  3rd  Largest 

Class  I 

Class  I 

Class  II 

Exporters 

Cumulative  Loss 

Countries 

Countries 

Countries 

of  Oil 

Under  100^ 

100?S  to  200?S 

2 

7 

200?S  to  Z00% 

10 

1 

300^  to  400^ 

2 

8 

400^  to  500^ 

2 

2 

500?5  to  600^ 

1 

2 

2 

6005^  to  700^ 

1 

2 

700^  to  800^ 

1 

1 

1 

300%   to  900^ 

1 

900^  and  over 

8 

5 

3 

2 

Total 

9 

14 

35 

6 
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TA9LE  5--Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

market 

Income 

Less  major 

Which  are 

Economic 

Economic 

Oil  Exporting 

major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

CountriRS 

Countries 

of  Oil 

14.3 

20.0 

18.6 

16.7 

14.3 

22.9 

14.3 

5.7 

7.1 

5.7 

33.3 

11.1 

5.7 

7.1 

2.9 

16.7 

7.1 

88.9 

35.7 

8.6 

33.3 

100.0 


100.0 


100.0 


100.0 


(J 

o  <c 

_j  y- 
o      tn 

•-•QUJ 

I-  tr  tj 

txtncc 

tr      o: 

or  _i 

U)  i-« 
X  UJ  Q 

I-  X  cr 
I-  to 

o 

»—  (J  or 
2  •-• 

L3  f-«  Ul 
2  O  X 
»-l  UJI- 

(T  Ul  O 

a  q:  f- 
u  a 

U         LD 

cr  M  u) 

tn  ui  cc 
ui  a  LJ 
t-*      m 

(T  LJ  U) 

»-  X  q: 
2  I— 

ID  -I 

O  J-  <« 
U  cI  S 

a 

U-  LO  »-• 
O  LJK 


X 
3  Q 

cn  <« 
u» 

>  CM 

d:  in 

bJ  CTi  CO 


<!  cc  a 
^  u 
o  t-  q: 
t-i  cr  LJ 
J-  «  {- 
cc  =3  tr 

2  Oct 

cr      13 

UJ  J—  13 

»-  tn 


tn  o 


ui 
u.  X 
a  K 

tn  2 
tn  UI 

O  LJ 


h-tntn  _J : 
Q  I-  tn      I 
<x  a  UI  I 
>-  s  _j  =»  I 
U  IT        »-• 
2  UI  ui  I— 
UI  h-  =><« 
:3  ^►-«  -I 
o  t-Hi-  n 
LJ       «*  £ 
cr  u.  _i  3 
u.  on  o 

UI  tn  3 

tj  CJ  CJ 

<«  z 

H-  •-• 

Z  Q 


L  ; 

!•  •  •  • 

///// 

tn 

tn 

UI 

UI 

i_« 

tr 

cr 

t- 

1- 

z 

z 

=) 

ra 

o 

o 

<J 

(J 

*-• 

tn 

tn 

tn 

tn 

<« 

<c 

-I 

_J 

o 

(_» 

tn 

CJ 

us 

(J 

1— 1 

•-» 

s: 

tr 

s: 

o 

1- 

a 

z 

z 

z 

a 

3 

(3 

(_) 

a 

O 

UI 

CI 

UI 

UI 

•-« 

»- 

£ 

K-4 

UI 

a 

iC 

CJ 

cn 

oc 

z 

tn 

•< 

i-H 

<t 

s: 

-J 

X 

CJ 

o 

tJ 

UJ 

»-« 

o 

a 

X 

l-H 

a 

s: 

-1 

a: 

a 

UJ 

UI 

z 

> 

X 

a 

UI 

1- 

CJ 

~      Q 

o 

u 

Q 

Z 

UJ 

C9 

127 


saTJ^uno3    jo    e5E:).u8oaacj 


128 


TABLE  6 

FREQUENCY  DISTRIEU7I0N  OF  COUNTRIES  ACCORDING  TD  THE  RATIO 

OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES  AT  THE  PEAK 

FOLLOWING  THEIR  LARGEST  CUMULATIVE  LOSS  OF  INTERNATIONAL 

RESERVES  TO  THEIR  LARGEST  CUmULATIVE  LOSS  OF 

INTERNATIONAL  RESERVES  WHICH  OCCURRED 

BETWEEN  THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1958 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves  Held 

at  the  Peak 

Economic 

Economic 

Folloujing  the 

Other 

Class  II 

Class  II 

Largest 

Developed 

High 

Countries 

Countries 

Cumulative 

Warket 

Income 

Less  major 

Which  are 

Loss  of  Reserves 

Economic 

Economic 

Oil  Exporting 

major 

to  the  Largest 

Class  I 

Class  I 

Class  II 

Exporters 

Cumulative  Loss 

Countries 

Countries 

Countries 

of  Oil 

Under  100^ 

15 

1 

100?S  to  200^ 

4 

8 

2QQ%   to  300?S 

3 

4 

1 

300^  to  400/^ 

1 

2 

1 

400^  to  500^ 

2 

1 

500^  to  SOOfo 

1 

1 

600^  to  700^ 

700^  to  800^ 

1 

800^  to  900,^ 

900^  and  over 

2 

1 

Total 

6 

11 

29 

3 

\ 
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TABLE  6--Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

market 

Income 

Less  major 

Which  are 

Economic 

Economic 

Oil  Exporting 

major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

51.7 

33.3 

36. A 

27.6 

27.3 

13.8 

33.3 

16.7 

18.2 

33.3 

33.3 

9.1 

9.1 

3.4 

16.7 

33.3 

3.4 

100.0 


100.0 


100.0 
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TABLE  7 

FREQUEMCY  DISTRIBUTION  OF  COUNTRIES  ACCORDING  TO  THE  RATIO 

OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES  AT  THE  PEAK 

FQLLOyJING  THEIR  2N0  LARGEST  CUMULATIVE  LOSS  OF 

INTERNATIONAL  RESERVES  TO  THEIR  2ND  LARGEST 

CUmULATIUE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETWEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1968 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves  Held 

_ 

at  the  Peak 

Economic 

Economic 

Following  the 

Other 

Class  II 

Class  II 

2nd  Largest 

Developed 

High 

Countries 

Countries 

Cumulative  Loss 

Pflarket 

Income 

Less  (Tlajor 

Which  are 

of  Reserves  to 

Economic 

Economic 

Oil  Exporting 

Priajor 

the  2nd  Largest 

Class  I 

Class  I 

Class  II 

Exporters 

Cumulative  Loss 

Countries 

Countries 

Countries 

of  Oil 

Under  100^ 

2 

^QQ%   to  200^ 

1 

12 

1 

200^  to  300^ 

1 

2 

6 

1 

300^  to  400^ 

1 

3 

1 

AQO%    to  500^ 

2 

2 

500^  to  600^ 

600^  to  7Q0fa 

2 

1 

700^  to  B00?S 

1 

1 

800?$  to  9005$ 

1 

900^  and  over 

6 

3 

3 

1 

Total 

9 

11 

29 

5 
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TABLE  7--Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

lYlarket 

Income 

Less  ITajor 

Which  are 

Economic 

Economic 

Oil  Exporting 

lYlajor 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

6.9 

9.1 

41.4 

20.0 

11.1 

18.2 

20.7 

20.0 

9.1 

10.3 

20.0 

18.2 

6.9 

22.2 

3.4 

9.1 

20.0 

9.1 

66.6 

27.3 

10.3 

20.0 

100.0 
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TABLE  8 


FREQUENCY  DISTRIBUTION  OF  COUNTRIES  ACCORDING  TO  THE 

OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES  AT  THE 

FOLLOWING  THEIR  3RD  LARGEST  CUmULATIl/E  LOSS  OF 

INTERNATIONAL  RESERVES  TO  THEIR  3RD  LARGEST 

CUrnULATlVE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETWEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1968 


RATIO 
PEAK 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves  Held 

at  the  Peak 

Economic 

Economic 

Folio-wing  the 

Other 

Class  II 

Class  II 

3rd  Largest 

Developed 

High 

Countries 

Countries 

Cumulative  Loss 

lYlarket 

Income 

Less  [Ylajor 

Which  are 

of  Reserves  to 

Economic 

Economic 

Oil  Exporting 

major 

the  3rd  Largest 

Class  I 

Class  I 

Class  II 

Exporters 

Cumulative  Loss 

Countries 

Countries 

Countries 

of  Oil 

Under  100% 

1 

2 

lOO^ig  to  200% 

1 

9 

200%  to  300% 

5 

1 

300%  to  400% 

5 

1 

400%  to  500% 

500%  to  600% 

3 

2 

600%  to  700% 

1 

2 

2 

700%  to  800% 

1 

800%  to  900% 

1 

900%  and  over 

5 

3 

4 

2 

Total 

6 

10 

29 

6 
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TABLE  8--Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

market 

Income 

Less  flajor 

Which  are 

Economic 

Economic 

Oil  Exporting 

|V!a  jor 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

10.0 

6.9 

10.0 

31.0 

17.2 

16.7 

17.2 

16.7 

30.0 

6.9 

16.7 

10.0 
10.0 

6.9 

33.3 

83.3 

30.0 

13.8 

33.3 

100.0 


100.0 


100.0 


100.0 
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TABLE  9 

FREQUENCY  DISTRIBUTION  OF  COUNTRIES  ACCORDING  TO  THE 

RATIO  OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES 

ON  friARCH  31,  1963  TO  THEIR  LARGEST 

CUmULATIUE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETUIEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1968 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves 

Economic 

Economic 

Held  on 

Other 

Class  II 

Class  II 

march  31,  1968 

Developed 

High 

Countries 

Countries 

to  the  Largest 

Market 

Income 

Less  lYlajor 

Which  are 

Cumulati\/e  Loss 

Economic 

Economic 

Oil  Exporting 

(Yla  jor 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

Under  100^ 

1 

17 

1 

^0D%   to  200^ 

5 

8 

200?S  to  300^ 

2 

4 

2 

300^  to  400fc 

1 

2 

2 

1 

400^  to  SOOfo 

2 

1 

2 

500^  to  600^ 

2 

1 

600^  to  700% 

1 

7005$  to  800^ 

800?S  to  900fo 

900^  and  over 

4 

3 

3 

Total 

9 

14 

36 

6 
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TABLE  9  — Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

Itlarket 

Income 

Less  fviajor 

Which  are 

Economic 

Economic 

Oil  Exporting 

Major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

7.1 

47.2 

16.7 

37.5 

22.2 

14.3 

11.1 

33.3 

11.1 

14.3 

5.5 

16.7 

22.2 

7.1 

5.5 

22.2 

16.7 
16.7 
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21.4 

B.3 

100.0 


100.0 


100.0 


100.0 


bJ  03 
X  VD  _J 

H-  cr>  >* 

r-  -2L 

o      o 

r-  I- 

C3  to  <« 

»-i  X  K 
Q  CJ  tiJ 
cc  a:  t- 

o  <£  2 

f  J   ££   M 

(J 

ct   2  U 

o  a 

CD 

LJ  CO  CO 

n  UJ  to 

Qt  :>  o 

I-  (T  _J 

2  bJ 

=)  U7  liJ 
O  UJ  > 
CJ  (T  ■-• 


O  =t  _l 

■2.  =3 

S*.  O  £ 

o  (-1  rD 
•-< »—  u 

r)  i^  »- 

CD  tr  en 

•-•  laJ  LJ 
tE  I-  CJ 
»-  2  OC 
CO  K-t  cC 


c 


Q  (N 
bJ  LP  li. 

tr  cr>  a 
or  r- 

o  U-  ui 
CJ  a»- 
o      q: 

X  UII3 

u  t-a 

X  d  »- 

3  zj  cn 

C3r  T- 
tn 

bj»- 
>cn 

CC  T- 


1 

*,*.  *.*»*. 

tn 

tn 

UJ 

UJ 

i-i 

•-• 

q: 

te. 

h- 

1- 

Z 

■z 

=3 

Z3 

O 

O 

u 

LJ 

t-t 

»-« 

tn 

cn 

tn 

tn 

«< 

<« 

-1 

-J 

CI 

u 

CJ 

CJ 

ht 

»-« 

s 

s 

o 

a 

z 

z 

o 

o 

tJ 

u 

Ld 

E^ 


u  tn  u 

2  C3  X 
UJ  Z  I- 

:3  !-• 

CJO 


bC 

o 

in 

oc 

z 

in 

<x 

I-I 

<x 

s. 

-i 

X 

CJ 

a 

tJ 

Ul 

I-I 

CJ 

a. 

X 

I-I 

a 

s 

-J 

(T 

o 

UJ 

UJ 

z 

5» 

X 

o 

UJ 

»- 

CJ 

Q 

o 

UJ 

1A3 


d 


laAiiiiitHiMttiah- 


im\ 


m 


E 


m 


ES 


mZME 


\      T 


o  o 
o  a 


o  o 
o  o 


D  O 
D  O 


o  o 
o  o 

in  vD 


o  a 

o  o 
<  in 


o  o 
o  o 
to  <• 


sajj^juno^    JO    a6eq.ua3jacl 


144 


TABLE  10 

FREQUENCY  DISTRIBUTION  OF  COUNTRIES  ACCORDING  TO  THE 

RATIO  OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERVES 

ON  rdARCH  31,  1968  TO  THEIR  2ND  LARGEST 

CUPOULATIVE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETUJEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1963 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves 

Held  on 

Economic 

Economic 

Warch  31,  1958 

Other 

Class  II 

Class  II 

to  the  2nd 

Developed 

High 

Countries 

Countries 

Largest 

Market 

Income 

Less  major 

Which  are 

Cumulative  Loss 

Economic 

Economic 

Oil  Exporting 

major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

Under  ^QQ% 

1 

7 

100^  to  200^ 

9 

200^  to  300^ 

5 

11 

300^  to  400^ 

1 

2 

2 

400?S  to  500^ 

1 

1 

1 

500^  to  600^ 

1 

600^  to  700^ 

1 

1 

700^  to  8009S 

1 

BOO?S  to  900^ 

1 

1 

900^  and  over 

6 

4 

5 

3 

Total 

9 

14 

36 

6 
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TABLE  10--Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

Market 

Income 

Less  major 

Which  are 

Economic 

Economic 

Oil  Exporting 

Major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

7.1 

19.4 
25.0 

35.7 

30.5 

7.1 

5.5 

33.3 

11.1 

7.1 
7.1 

• 

16.7 

11.1 

2.8 
2.8 

11.1 

7.1 

66.6 

28.6 

13.9 

50.0 

100.0 
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100.0 


100.0 
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TABLE  11 

FREQUENCY  DISTRIBUTION  OF  COUNTRIES  ACCORDING  TO  THE 

RATIO  OF  THEIR  HOLDINGS  OF  INTERNATIONAL  RESERV/ES 

ON  friARCH  31,  1968  TO  THEIR  3R0  LARGEST 

CUMULATIVE  LOSS  OF  INTERNATIONAL 

RESERVES  WHICH  OCCURRED  BETWEEN 

THE  1ST  QUARTER  OF  1952  AND 

THE  1ST  QUARTER  OF  1968 


Number 

of  Countries 

Percentage  Ratio 

of  Reserves 

Held  on 

Economic 

Economic 

march  31,  1968 

Other 

Class  II 

Class  II 

to  the  3rd 

Developed 

High 

Countries 

Countries 

Largest 

market 

Income 

Less  Major 

Which  are 

Cumulative  Loss 

Economic 

Economic 

Oil  Exporting 

Major 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

Under  100^ 

1 

4 

100^  to  200% 

6 

200%   to  300^ 

1 

6 

300^  to  400^ 

2 

7 

1 

400^  to  500^ 

3 

3 

500^  to  600^ 

1 

1 

600^  to  700^ 

3 

700^  to  800^ 

1 

8oo?J  to  goofo 

1 

900;^  and  over 

9 

6 

5 

3 

Total 

9 

14 

35 

6 
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TABLE  11— Extended 


Percentage  of  Countries 


Economic 

Economic 

Other 

Class  II 

Class  II 

Developed 

High 

Countries 

Countries 

Pdarket 

Income 

Less  Major 

Which  are 

Economic 

Economic 

Oil  Exporting 

lYla  jor 

Class  I 

Class  I 

Class  II 

Exporters 

Countries 

Countries 

Countries 

of  Oil 

7.1 

11.4 
17.1 

7.1 

17.1 

14.3 

20.0 

16.7 

21.4 

8.6 

7.1 

8.6 
2.8 

16.7 
16.7 

100.0 

42.9 

14.3 
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100.0 
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diffiCL'lt  to  make  quantitative  oonsralizations  about  the 

results  of  tficso  frequency  distxibutions  beuause  of 

1.   the  problem  of  assigning  appropriate 
amounts  of  importance  among  the 
comparisons  of  reserve  losses  to  (a) 
reserve  holcJinqs  at  the  peaics  preceding 
the  losses,  (b;  reserve  holdings  at 
the  peaks  following  the  lossesp  and 
(c)  current  reserve  holdings; 

2t   the  problem  of  assigning  the  appropriate 
amounts  of  importance  among  the  com- 
parisons of  reserve  holdings  to  largest, 
2nd  largest,  and  3rd  largest  losses; 

3.  the  fact  that  the  number  of  countries 
included  in  each  classification  varies 
greatly; 

4.  the  fact  that  there  is  a  great  variation 
in  the  absolute  holdings  of  reserves 
among  tho  different  categories  of 
countries;  and 

5.  the  fact  that  the  absolute  amounts  of 
international  reserves  held  by  the 
different  countries  included  in  the 
sarns  classification  vary  greatly. 

It  is  apparent  from  the  frequency  distributions 

thst  tho  different  groups  of  countries  exhibit  different 

behavior  patterns  in  their  holdings  of  international  reserves 

relative  to  their  past  Icssos.   Yet  it  is  difficult  tn 

quantitatively  define  tl;e  degrue  of  difference  which  must 

exist  in  these  patterns  before  tlujy  can  be  said  to  iraiicate 

that  members  of  one  group  of  countries  would  be  likely  to 

holfl  and  use  as  international  reserves  any  newly  created 

rcsnrvt  assets  allocated  to  them  while  the  members  of 

snotlier  group  of  countries  viould  be  likely  to  use  such 
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allocations  only  as  a  vehicle  for  transferiing  real  vr.&ources 
to  themselves  on  a  permanent  bnsiSo 

These  difficulties  do    not,  however,  make  a  coin- 
parison  of  the  behavior  patterns  which  are  exhibited  in 
the  frequency  distributions  useless.   The  purpose  of 
pointing  out  the  probleras  accofnpanying  such  a  comparison  is 
to  make  clear  the  impossibility  of  defining  absolute 
quantitative  criteria, 

A  comparison  of ^the  results .  — ■Numerous  comparisons 
of  the  data  exhibited  in  the  frequency  distributions  can, 
of  course,  be  made  in  relation  to  criteria  vjhichs  by 
necessity,  must  be  somewhat  arbitrary.   One  such  cuinparisor) 
is  presented  below.   This  comparison  presents  the  number 
of  countries  in  each  major  classification  ijhich  held 
reserves  in  amounts  which  were  at  least  five  times  greater 
than  t[)eir  largest,  2nd  largest,  and  I'li-d  Ir^rgest  losses  at 
the  three  points  of  measurement.   It  also  demonstrates  tho 
number  of  countries  in  each  major  classificaticn  which  held 
reserves  in  amounts  which  were  less  than  twice  the  si^n  of 
their  largest ,  2nd  largest,  and  3rd  largest  losses  at  the 
three  points  of  measurement. 

The  greater  than  five  and  the  less  thian  two  ratios 
of  reserve  holdings  to  losses  may  not  be  the  most 
appropriate  choiceSe   Nevertheless,  it  seems  that  countries 
falling  within  the  former  category  would  have  exiiibited 
patterns  of  behavior  toward  their  holdings  of  international 
reserves  which  are  quite  different  from  those  exhibited  by 
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the  countries  falling  in  the  latter  cate^gory.   For  example, 
us:.ing  a  SI  million  reservo  loss  as  c   bssiB  of  cuiriparison, 
the  countriGG  falling  in  the  less  than  two  ratio  of 

reserve  holdings  to  losr.E?,s  category  would  hnvo  held  frorr. 

25 

0  to  92  million  in  reserv/es  at  tho   point  of  neasurornGnt, 

On  the  other  hand,  countries  in  the  greater  th&n  five  ratio 
of  reserve  holdings  to  losses  category  would  tiavo  held  at 
least  $5   million  in  reserves  at  the  point  cf  measureiiient. 
This  isp  of  course,  a  biased  comparison  since  countries 
could  never  hold  less  than  zero  reserves  but  could  hold 

reserves  in  cniounts  tnuch  greater  than  five  tines  their 

25 
previous  IcsseSc 

At  the  peaks  preceding  their  1stp  2nd,  and  3rd 

liirgest  cumulative  losses  of  international  reserves  tho 

follc'ising  number  of  countries  held  international  reserves 

in  anounts  which  were  five  or  more  times  larger  than  the 

losses   ujhich    follovjed; 


2D 

Of  course  when  the  amount  of  reserves  held  at  a 

peak  is  compared  to  a  followirig  loss  the  resulting  ratio 

must  be  one  or  greater  since  a  country  could  not  lose 

reserves  which  it  did  not  hold, 

"  In  fact  in  the  77  measurements  made  of  the 
Developed  filarket  Economic  Class  I  Countries  there  were  32 
instances  in  which  those  countries  held  reserves  in  amount; 
which  ivere  more  than  twelve  times  the  si?.e  of  their  past 
losses. 
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Other  Econorfiic 

Developed       High  Class  11 

[^larket        Inocme  Countries 

Economic      EconoQic  Less  the 

Class  I      CIgg^  I  major  Oil 

Countries    Coun  tries  £iiELPZ.t^Ill:l 

Largest  loss  5  of  9        2  of  14       5  of  36 

2nd  largest  loss       8  of  9       5  of  14      4  of  35 

3rd  largest  loss       9  of  9       B  of  14      8  of  35 

At  the  peaks  preceding  their  1st,  2nd5  and  3rd 
largest  cu'ivjlative  losses  of  international  reserves  the 
following  nufnber  of  countries  held  international  reserves 
in  amounts  which  ware  no  more  than  twice  as  large  as  the 
losses  which  folloi'jed: 

Other  Economic 

Developed       High  Class  11 

Market        Income  Countries 

Economic      Economic  Less  the 

Class  I      Class  I  major  Oil 

Countries    Countries  Ex  pm"  tars 

Largest  loss  0  of  9       3  of  14      25  of  36 

2nd  largest  loss       0  of  9       2  of  14      10  of  36 

3rd  largest  loss       0  of  9       2  of  14       7  of  36 

At  the  peaks  follo;uing  their  Ist,  2nd,  and  3rd 
largest  cumulative  lossos  the  following  number  of  countriu^ 
had  accur;iulntad  international  reserves  in  amounts  which 
uere  five  or  mora  times  greater  than  the  lossos  which 
prncedad  the  peaks; 
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Otho?r  Ecoiioniic 

DeuBloped       High  Class  II 

Market        Income  Countries 

Economic      Economic  Less  the 

Class  I      Class  I  Major  Oil 

J^JOHDJILL^.^.    Countri  c  s_  E  x  p  o  r  t  e  r_s 

Largest  loss  3  of  6       1  of  11       2  of  29 

2nd  largest  loss       8  of  9       5  of  11       A  of  29 

3rd  largest  loss       5  of  6       8  of  10      B  of  29 

At  the  peaks  follo-'jing  their  1stf  2ndf  and  3rd 
largest  cuniulative  losses  the  follo'.fjlng  number  of  countries 
had  failed  to  accumulats  international  rssarvos  in  amounts 
which  were  at  least  twice  as  great  as  the  preceding  losses: 

Other  Economic 
DevGloped       High       Class  H 

Market  Income  Countries 
Economic      Economic     Less  ths 

Class  I      Class  I  fVlajor  Oil 

Countries    £p_y.GJi.^'  -1-  5.^  1.^9.?.'^  ^  L^ 

Largest  loss  0  of  6       i\    of  11      23  of  29 

2nd  largest  loss       0  of  9       1  of  11       1/)  of  29 
3rd  largos^t  loss       0  of  G       2  of  ID      11  of  29 

As  of  lOarch  31,  1963  the  follorjing  number  of 
countries  held  international  raservcs  in  amounts  which  were 
at  least  five  times  as  great  as  their  largest,  2nd  largest, 
and  3rd  largest  losses: 
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Other  Econoraic 

Developed       High  Class  II 

Market        Income  Countries 

Economic      Econotnic  Less  th.e 

Class  I      Class  I  fiiajor  Oil 

Countries    Cquntrics  Ex.EilL}l:£^ 

Largest  loss  6  of  9       3  oF  14      2  of  36 

2nd  largest  loss       0  of  9       6  of  1A      7  of  36 

3rcl  largest  loss       9  of  9       7  of  14      9  of  35 

As  of  fiiarch  31,  1956  the  following  number  of 
countries  had  failed  to  accumulate  international  reserves 
in  amounts  which  uere  at  least  twice  as  great  as  their 
largest^  2nd  largest,  and  3rd  largest  losses? 

Other  Economic 

Developed       High  Class  II 

Market        Income  Countries 

Economic      Economic  Less  the 

Class  I      Class  I  Major  Oil 

££!-in.^£i."?.    £°yiii?li_5.^  l21H9JL^v-£££ 

Largest  loss  0  of  9       5  of  14      25  of  36 

2nd  largest  loss       0  of  9       1  of  14      16  of  36 
3rd  largest  loss       0  of  9       1  of  14      10  of  35 

While  it  is  impossible  to  adequately  su~imarizB 
these  comparisons  in  terms  of  a  small  number  of  numerical 
relationships,  three  significant  observations  may  ba  made; 
(l)  the  large  number  of  Developed  Market  Economic  Class  I 
Couritries  which  at  all  points  of  measurement  held  reserves 
in  amounts  which  were  at  least  five  times  as  large  as  theij 
previous  losses;  (2)  the  large  number  of  non-oil  exporting 
Economic  Class  II  Countries  wfiich  at  all  points  of 
measurement  held  reserves  in  amounts  which  were  less  than 


twice  the  size  oT  thuii-  prGV/.lour.  losses;  ofid  (3)  that,  in 

spitG  of  the  QEOBi-^al  upiyard  trand  in  vjorld  resiGrvuSy.  the 

Kon-Dil  Exporting  CountTioB  ara  cuircntly  not  holding 

intei^national  Tiiser\ies   in  amounts  which  are  appreciably 

greater  than  the  resDi-ves  thsy  huld  at  the  peaks  preceding 

and  follovjing  the  three  largest  cumulatiue  losoes  of 

reserves  which  they  incurred  over  the  1952-1968  period, 

Suminary  observations  derived  From  th^  results  of 

ili§.  ^ClS.iy^L?.''""''^*^^  difficulties  involved  with  making 

quantitative  generalizations  about  the  results  of  the 

frequency  distributions  and  of  the  comparisons  which 

foiloAjed  have  already  been  pointed  out*   The  results  of  thi 

analysis  dQ>  however,  seem  to  justify  the  following 

qualitative  observations : 

I.   In  general,  the  Non-Oil  Exporting  Economic 
Class  II  Countries; 

A.   held  stocks  of  international  reserves 

which,  relative  to  their  major  losses  of 
reserves  occurring  over  the  1958-1968 
period,  were  much  smaller  than  the  stocks 
of  international  reserves  held  by  the 
Developed  filarket  Economic  Class  I 
Countries  relative  to  their  major  losses 
occurring  over  the  same  period; 

Be   reconstituted  their  holdings  of  int^r-- 

national  reserves  relative  to  their  major 
reserve  losses  to  a  much  smaller  extent 
than  did  the  Developed  filarket  Economic 
Class  I  Countries; 

C.   currently  hold  stocks  of  international 
reserves  wl"iich,  relative  to  their  major 
losses  of  reserves  occurring  in  the 
1952-1968  period,  are  much  smaller  than 
the  stocks  of  international  reserves 
currently  held  by  the  Developed  Market 
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Economic  Class  I  Countrieo  rslative  to 
their  major  losses  occurring  over  tha 
same  period.  ' 

II.   The  behavior  patterns  exhibited  by  the  Other 
High  Income  Econof.iic  Class  I  Countries  toiuard 
their  holdings  of  international  reserves  lie 
betiueen  the  patterns  exhibited  by  the  Developed 
(Ylarket  Economic  Class  I  Countries  and  the 
Ncn-Oil  Exporting  Economic  Class  II  Countries. 


A  Supplementary  flna  3  Xgis  Based  on  _  I .  M..  F  ♦.  Praiuings 

Intro  d  u  cjt  i  mn 

The  lack  of  quantitative  generalisations  describing 
the  results  of  the  previous  analysis  bars  firm  cctTclusions. 
It  therefore  secrns  appropriate  to  supply  a  supplerriRntary 
analysis,  and  the  remainder  of  this  chapter  is  devoted  to 
that  purpose.   The  analysis  is  based  on  an  exaniination  of  the 
use  made  of  I.M.E.  drai'iing  righits  by  meinber  countries  between 
1952  and  195B.   Of  course  the  I.fil.F.  drawing  rights  and  the 
S.D.R.'s  are  not  identical.   Nevertheless,  seme  features  of 
the  I .  fi  u  F  .  drawing  rights  and  the  S.D.R.'s  are  closely 
parallel.   The  degree  of  parallelism  seems  large  enough  to 
justify  examining  the  past  behavior  of  individual  countries 
toward  their  I.M.F.  drawing  rights  and  usjng  the  results  of 
this  examinotion  as  an  indication  of  aihat  the  sair.c  countries 
would  be  likely  to  do  with  any  allocations  of  S.D.R.'s. 

27 

An  analysis  of  reserve  behavior  patterns  exhibited 

by  Non-Oil  Exporting  Economic  Class  II  Countries  according 
to  geographical  location  (i.e.,  Africa,  Asia,  Latin  America, 
and  the  fi'iiddle  East)  was  also  carried  out.   No  large  dif- 
ferences were  noted  in  the  patterns  of  reserve  behavior 
among  th.e   different  geographical  groupings  of  these  under- 
developed countries,   Hotuever,  the  analysis  did  reveal  that 
Israel,  Jordan,  Lebanon,  and  Thailand  hati    each  tripled  their 
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The  nature  o f__d raujing  rights  ui i th  the  I.H.F, 

The  proposed  S.D.R.'s  would  be  simi-lar  to  the  . 
present  draning  rxcjhts  with  the  I.M.F.  in  that  they  would 
also  constitute  en  asset  cx-eoteri  by  international  agreofncnt 
u'hicfi  could  be  used  to  finance  b?lance-cf -payments  deficits. 
However,  whilo  all  of  the  S.D.R.'s  are  to  be  considered  ss 
international  reserves,  only  a  portion  of  the  present 
KFlF,  drawing  rights  are  now  considered  as  international 
reserves.   Only  the  "gold"  or  "super  gold  tranciie''  portii.m 
of  a  country's  total  drawing  rights  with  the  Fund  is 
available  to  the  member  ori  a  virtually  automatic  basis. 
Therefore,  only  this  portion  of  a  country's  total  U'uF. 

drawing  rights  is  customarily  considered  as  a  part  of  its 

28 
"oL.ned"  inter riat-ional  reserves.     The  remaining  portion 

of  the  drawing  rights  represent  potential  credit  which  win 

be  granted  only  if  the  Fund  receives  "substantial 

justification"  and  even  then  U\c    Fund  attaches  certain 

29 
conditions  to  the  grant.     Furtherniore,  individual 

countries  initially  establish  their  gold  tranch'3  positions 

by  depositir-.g  an  equal  value  of  gold  with  the  Fund  and, 


reserve  holdings  since  1952  and  suffered  only  small  lessees 
of  reserves  in  the  1952-1960  period. 

2R 

Fritz  [Via ch  1  u p ,  L^ojL  D£A'J'!grJ_,L^gijAJ:,t.^iil^  .  ^  "  ^".^  '"'''^'  ^^ 
Assets  ("Reprints  in  International  Finance, "~  No. "'B;  Princeton 
Princeton  University  Press,  October,  1967),  pp.  7B8-9C; 
Fritz  f.^i  a  c  h  1  u  p  ,  Credit  Fa  c  ij.  i  tir.s_  or  _R  o  a  a  r  ^e  _^1_1  J3  tmn  n  1.  s_ 
("Reprints  in  International  Finance,"  No.  7':  Princeton: 
Princeton  University  Press,  September,  1967);  and  Inter- 
national filonetary  Fund,  1966  Annual  R^'port  ._._.__,  pp.  I''i-16. 

29 

Fleming,    The    I n terna t i on al    fi'onetary    Fund  _. _ _.___, , 

pp.    5  3 - 3  A . 
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consequently,  realise  no  net  increase  in  thoir  international 

30 
reserves. 

Of  course,  "owned"  international  reserves  such  as 

those  Luhsh  would  be  distributed  under  the  S.D.R.  plan 

could  be  used  in  any  manner  and  for  lyhatever  purpose  the 

owner  desired.   In  this  way  they  differ  from  I.IYl.F. 

draiying  rights  including  those  of  the  gold  tranche;  since  all 

drawings  froin  the  I.f(l.F.  are  supposed  to  provide  temporary 

assistance  to  members  in  financing  balance-of-payments 

cieficits.   This  assistance  is  to  be  provided  in  connection 

with  seasonal,  cyclical,  and  eriiergency  fluctuations  in  a 

31 
nierrber's  balance  of  payments.     Furthermore,  the  Fxecutive 

Board  of  the  I.M.F.  ruled  in  1952  that 

,  ,  .  exchange  purchased  from  tlie  Fund  should  not 
remain  outstanding  beyond  the  period  reasonably 
related  to  the  payments  prnhlcm  for  which  it  was 
purchased  from  the  Fund.   This  period  should  fall 
within  an  outside  range  of  three  to  five  years. '^'•^ 

The  very  fact  that  the  I.Td.F.  presently  imposes  use 

and  time  restrictions  on  drawings  and  frequently  requires 

drawing  countries  to  undertake  domestic  programs  of  financial 

stabili^iation,  should  mean  that,  ceteris  paribus,  countries 

^^friachlup,  The.  Cloakroom  Rule.  .  .  . 

T1 

International    filonetary    Fund,    Sel^cted_D£C_isiDns_ 

SiL_^!l?_^^?£JiyyS-.Pi:I^ii£I£»    Decision    No.    71-2,    pT    53.       Also 
see    Fleming,    The"  jntepr'5tignal^/ione tar^^^  .    «     ,    p.    30. 

32 

International    lYlonetary    Fund,    1_952    Annu_al 

Report_  of   the    International    Monetary _i'^'i^'^^    (T'las hi ri g t on ; 

International    Monetary    Fundj"   I'SS??}',    p.    88.       Also   see 

International    Monetary    Fund,    "Executive    Board    Decision 

No.    102~(52/l1  ),    February    13,    1952,"    Se_lect£jd_pe_cn^4£ns_o£ 

the    Executive    Pi  rectors    (2d    ed,;    Wasfrrng'ton ;       International 

fi'onetary   Fu>id,    Siptsmbe'r,    1953),    p.    21. 
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would  tend  tc  use  their  present  i.M.r.  drawing  rights  less 
frtquently  and  reconstitute  their  drawings  at  a  faster 
rate  than  they  v.'Ould  direct  allor-ations  of  S.D.R.'s,   It, 
therefore,  sacms  that  the  manner  in  which  countries  have 
previously  made  use  of  the  present  I.fd.F.  drawing  facilities 
should  provide  a  basis  for  making  a  very  conservative 
estimate  of  their  most  likely  future  behavior  toujard 
S.D.R.'s  received  by  direct  allocation^ 

It  is,  of  course,  recognized  that  the  I.iil.F,  can 
perform  one  of  its  primary  functions  only  if  member 
countries  are  willing  to  make  use  of  their  draining  rights. 
It  would  be  erroneous  to  imply  that  a  country  or  group  of 
countries  has  fallen  short  of  correct  financial  practice 
because  it  has  made  extensive  use  of  the  Ud.F.'s  clraR'ing 
facilities.   However,  the  folloi';ing  examination  of  the  use 
previously  made  of  the  I.M.F.'s  drawing  facilities  does 
rt'veal  behavior  patterns  for  the  underdeveloped  countries 
which  differ  from  those  of  the  developed  countries c 


P  °.^.'^  il^.9-H  s  dr  a  flings 

According  to  the  statements  of  po]icy  made  by  the 
International  ffionetary  Fund,  member  countries  are  supposed 

to  use  their  drai'iings  from  the  Fund  to  meet  temporary 

33 


balance -of -payments  deficits 


ind  to  repay  these  draimngs 


^-^International  filonetary  Fund,  Selected  Decisions 
of  the_  Executive  Directors,  Decision  No.  71 -2,  p.  133. 
Also  see'  Fleming7"  The  Inte'rna  tiopal  _  f<1onetary_Fund__^     , 
p.  30. 
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aiithin    ".    .    .    an    outside    range    of    three    to    fiv/e    years." 

It  appears,  however,  that  a  large  number  of  Economic  Class 
II  Countries  have  failed  to  adhere  to  this  policy. 

Thirty  or  71.4^  of  the  Economic  Class  II  Countries 
which  belong  to  the  I.M.F.  have  had  drawings  outstanding  with 
the  I.M.F.  for  13  or  more  consecutive  quarters  over  the 
1952-1968  period.   Nineteen  of  these  thirty  countries  have 
had  drawings  outstanding  for  21  or  more  consecutive  quarters 
over  this  period. 

Three  or  30.0^  of  the  Developed  iviarket  Economic 
Class  I  Countries  which  belong  to  the  I.IVl.F.  had  drawings 
outstanding  for  13  or  more  consecutive  quarters,  and  none  had 
drawings  continuously  outstanding  for  more  than  five  years. 
Five  or  35,7^  of  the  Other  High  Income  Economic  Class  I 
Countries  which  are  I.M.F.  members  had  drawings  outstanding 
for  13  or  more  consecutive  quarters,  and  two  of  these  five 
countries  had  drawings  continuously  outstanding  for  more 
than  21  consecutive  quarters  over  the  1952-1968  period. 

Tables  12,  13,  and  14  illustrate  this  behavior  in 
more  detailed  form.   The  individual  countries  in  each  major 
classification  are  listed  according  to  the  largest  number  of 
consecutive  quarters  in  which  they  had  drawings  outstanding. 
The  number  of  consecutive  quarters  in  which  each  country  had 
drawings  outstanding  as  of  March  31,  1968  is  also  indicated. 
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International  Monetary  Fund,  1 9  52  Annua 1 
Report  .  .  .  ,  p.  88.   Also  see  International  Monetary 
Fund,  Selected  Decisions  of  the  Executive  Directors, 
Decision  No.  1 02-C52/rr)',  p.  21. 
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The  behavior  patterns  illustrated  in  Tables  12, 
13,  and  14  would  seem  to  lead  to  the  preliminary  conclusion 
that  a  large  nuinber  of  the  EcnriOinic  Class  II  Countries 
have  uGsd  tlieir  drawing  rights  with  the  I.Pd.F.  as  a 
costless  rnepns  of  transferring  real  resources  from  other 
countries  to  themselves  on  an  extended,  if  not  permanent, 
basis.   However,  one  qualification  is  necessary.   If 
these  countries  used  only  the  gold  tranche  portion  of  their 
drawing  rights,  they  merely  gained  the  real  resources  of 
other  countries  in  exchange  for  quantities  of  gold  which 
they  previously  held.   Sucli  behavior  vjould  still  seem  to 
be  in  direct  conflict  with  the  general  policies  of  the 
I.M.F.  toward  the  iise  of  drawing  rights  (i.e.,  draviings 
frorr,  the  Fund  s'nould  be  user!  only  to  finance  temporary 
balance-cf -payments  deficits  and  s^lOuld  be  repaid  withiri 
three  to  five  years).   However,  it  would  not  have  resulted 
in  the  Economic  Class  II  Countries  gaining  any  real 
resources  frcnn  other  countries  which  they  could  not  have 
obtained  by  selling  the  golci  whiich  they  deposited  with 
the  I.f'.F.  to  establish  their  gold  tranches. 

The  continuous  use  of  their  drawing  rights  with 
the  I.rfl.F.  by  the  Economic  Class  II  Countries,  regardless 
of  the  tranches  used,  docs  establish  a  behavior  pattern. 
The  pattern  established  would  seem  to  provide  a  basis  for 
predicting  that  a  large  nunibnr  of  the  Economic  Class  II 
Countries  would  use  any  direct  allocations  of  S.D.R.'s  to 
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import  real  resources  from  other  countries  and  would  not 
he  likely  to  reconstitute  the  S.D.R.'s  used  for  this 
purpose. 
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Perce utaqES  of  tranches  used 

In  view  of  tha  discussion  in  the  previous  section, 
it  seerns  vjorthivhilt!  to  aatablish  the  porcentoge  of  each 
I.fil.F.  tranchs  used  by  countries  in  the  different  major 
clessifi cat ions. 

Tables  15,  16,  17,  and  1B  illustxate  the 

pe;:centonBS  of  eacli  tranche  used  by 

1c   the  Developed  f'larket  Economic  C3.oss  I 
Countries  including  the  United  Kingdom 
and  the  United  States  (see  Table  15, 
p.  17l)j 

2«   the  Devnlopod  fikirket  Economic  Class  I 
Countries  oxcluding  trie  United  Kingdom 
Dnd  the  United  States  (see  Table  16, 
Po  172); 

3c   the  Other  High  Income;  rrconDinic  Class  I 
Countries  (sea  Table  17,  pc  173);  and 

4.   the  Economic  ClasF  H  Countries  (see 
Tabic  16,  pc  17A). 

It  is  apparent  froiyi  those  tablcos  that  the  Econoroic 

Class  11  Countries  hav^  used  their  dra.jj.ing  rights  U'ith  the 

U'uF.  to  a  rauch  greater  extent  than  have  the  Developsd 

Market  EcDnocic  Class  I  Countries,   More  specifically,  the 

extensive  use  uhich  the  Economic  Class  11    Countries  havs 

made  of  their  1st  end  higher  credit  tranches  can  be  noted. 

This  fact  cor.'ibined  v-iith   the  previous  detiionstration  of  the 

large  nunber  of  Economic  Class  11  Countries  which  have  had 

drawings  continuously  outstanding  uitli  the  I.M.F.  iMould 

seem  to  indicate  that  sorae  of  those  countries  have  been 

using  their  draiuing  rights  as  an  almost  costless  tnoans  of 

obtcining  real  resources  from  other  countries. 
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TABLE  15 


PERCENTAGE  OF  GOLD  AND  CREDIT  TRANCHES  DRAWN  BY  DEVELOPED 

MARKET  ECONOMIC  CLASS  I  COUNTRIES,  INCLUDING  THE  UNITED 

KlNGDOi^  AND  THE  UNITED  STATES,  1952-1968^ 


Year 

Tr 

anche 

1st 

2nd 

3rd 

4th 

5th 

Gold 

Credit 

Credit 

Credit 

Credit 

Credit 

1952 

28.1 

1953 

19.0 

1954 

10.7 

1955 

2.9 

1956 

20.8 

15.2 

1957 

40.9 

27.6 

1958 

29.3 

22.6 

8.4 

1959 

20.5 

1950 

1961 

19.8 

19.8 

2.5 

1962 

5.6 

5.6 

1963 

5.6 

2.4 

1964 

28.5 

19.3 

1.0 

1965 

34.5 

19.3 

19.3 

19.3 

16.6 

1966 

46.5 

18.7 

18.7 

17.8 

1967 

42.9 

18.7 

8.9 

1968 

46.3 

13.7 

8.8 

Source:   International  fnonetary  Fund,  International 
Financial  Statistics  (1952-1968)  and  International  DOonetary 
Fund,  International  Financial  Statistics,  Supplefnent  to 
1966/1967  IssuesTT'9  67Tr 

®Based  on  end  of  year  observations  except  for  the 
1968  observation  which  is  based  on  drau'ings  outstanding  and 
quotas  existing  on  lYlarch  31,  1968. 
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TABLE  15 

PERCENTAGE  OF  GOLD  AND  CREDIT  TRANCHES  DRA'jJN  BY  DEVELOPED 

MARKET  ECONOfflIC  CLASS  I  COUNTRIES,  EXCLUDING  THE  UNITED 

KINGDOlYl  AND  THE  UNITED  STATES,  1952-1968^ 


Tranche 

Year 

1st 

2nd       3rd 

4th 

5th 

Gold 

Credit 

Credit    Credit 

Credit 

Credit 

1952 

31.7 

1953 

34.3 

1954 

30.6 

1955 

8.2 

1956 

1957 

57.2 

35.5 

1958 

24.0 

24.0 

24.0 

1959 

19.1 

1960 

1961 

1962 

14.5 

14.5 

1963 

14.5 

6.2 

1964 

1965 

1956 

1957 

1968 

Source:   International  lYIonetary  Fund,  Internatianal 
Financial  Statistics  (1952-1968)  and  International  Monetary 
Fund,  Intern"atianaT~Financial  Statistics,  Supplement  to 
1966/1967  Issues  ("19677: 

^Based  on  end  of  year  observations  except  for  the 
1968  observation  which  is  based  on  drawings  outstanding  and 
quotas  existing  on  March  31,  1968. 
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TABLE  17 

PERCENTAGE  OF  GOLD  AND  CREDIT  TRANCHES  DRAWN  BY 

OTHER  HIGH  INCOi^E  ECONOMIC  CLASS  I  COUNTRIES, 

1952-19583 


Tranche 

Year 

1st 

2nd 

3rd 

4th 

5th 

Gold 

Credit 

Credit 

Credit 

Credit 

Credit 

1952 

51.5 

1953 

45.4 

6.6 

5.2 

1954 

28.9 

6.6 

1.5 

1955 

12.1 

2.6 

1956 

12.1 

2.6 

1957 

17.1 

17.1 

1958 

30.4 

15.3 

5.5 

3.2 

1959 

21.5 

15.5 

1960 

28.1 

7.6 

.4 

1961 

48.9 

32.9 

7.9 

.1 

1962 

13.8 

13.1 

7.2 

1963 

13.1 

13.1 

10.0 

3.8 

1954 

13.1 

13.1 

7.0 

1965 

21.1 

20.3 

7.6 

5.1 

1966 

21.2 

15.9 

5.8 

1967 

37.4 

23.0 

19.2 

12.1 

.4 

1968 

35.8 

22.5 

19.2 

6.0 

Source:   International  lYlonetary  Fund,  International 
Financial  Statistics  (1952-1968)  and  International' IVl'onetary 
Fund,  International  Financial  Statistics,  Supplement  to 
1966/1957  Issues  (1967).  ~ 

®Based  on  end  of  year  observations  except  for  the 
1958  observation  which  is  based  on  dravjings  outstanding  and 
quotas  existing  on  lYIarch  31,  1958. 
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TABLE  18 

PERCENTAGE  OF  GOLD  AND  CREDIT  TRANCHES  DRAWN 

BY  ECONOf^IC  CLASS  II  COUNTRIES, 

1952-19683 


Tra 

nche 

Year 

1st 

2nd 

3rd 

4th 

5th 

Gold 

Credit 

Credit 

Credit 

Credit 

Credit 

1952 

53.4 

1953 

56.7 

10.0 

1954 

52.4 

14.5 

1955 

30.7 

18.7 

.9 

1956 

30.6 

10.1 

5.2 

2.5 

.2 

1957 

72.2 

71.9 

7.5 

2.3 

1958 

70.5 

69.2 

19.0 

3.1 

1959 

65.7 

40.2 

5.8 

1950 

53.9 

31.0 

13.1 

1.0 

.1 

1961 

72.5 

51.9 

24.9 

5.3 

1962 

65.1 

57.2 

24.8 

5.3 

2.8 

1963 

62.4 

53.6 

26.0 

14.5 

8.7 

1.9 

1964 

67.6 

45.5 

20.7 

12.4 

8.1 

.1 

1965 

69.1 

58.9 

21.7 

10.3 

3.9 

1966 

64.7 

47.4 

21.4 

4.2 

1.1 

1967 

57.2 

42.0 

31.3 

10.4 

.9 

1968 

65.6 

44.5 

25.8 

9.1 

2.6 

.1 

Source:   International  lYlonetary  Fund,  International 
Financial  Statistics  (1952-1968)  and  International  (yionetary 
Fund,  intgrnational  Financial  Statistics,  Supplement  to 
1966/1967  Issues  (TsSTyi 

^Based  on  end  of  year  observations  except  for  the 
1968  observation  which  is  based  on  drawings  outstanding  and 
quotas  existing  on  March  31,  1968. 
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I rri m 2 d i 2^1  b  use  of  incremental  gol d  tranchs  po sit i on^ 
r a s u It i ng  f^r Q/n  _q ene r a  1  quot.3_in6'r ear.es 

In  1959  and  again  in  1966  the  I.IVl^F.  quotas  o^  most 
msmbcr  countries  luera  increased,   Thn  quota  increeses 
became  effectiv/e  For  individual  countries  upon  their  payment 
into  the  Fund  of  an  amount  oF  gold  equal  in  dollar  value 
to  25  percent  of  the  increase  in  their  quota.   E!ach 
participating  country,  thereFore,  increased  its  gold  tranche 
position  by  ons-fourth  of  ths  increase  in  its  quota. 

The  increased  gold  tranche  positions  represented 
additional  drai'jing  rights  to  luliich  the  participating 
countries  had  virtually  autotfiatic  and  uncoriditiorial  access. 
In  this  respect  they  were  similar  to  the  proposed  S.D.R.'s^ 
The  increased  gold  tranche  po.-itinns  uere  supposed  to  be 
used  only  for  purposes  of    meeting  temporary  balar.ce-oF" 
paymonts  deficits  and  i^ere  not  intended  as  a  source  oF 
long-term  aid.   The  proposed  S^D.R.'s  are  also  intended  to 
provide  liquidity  and  not  long-term  aid.   Wfiile  the 
increased  gold  tranche  positions  were  not  costless  to  the 
member  countries  as  the  S,D.R.'s  would  be,  this  does  not 
distinguish  them  from  the  S.D.R.'s  as  to  their  intended 
Function.   In  viciu  of  those  similarities,  a  comparison  lias 
made  of  hovj  rapidly  the  increased  gold  tranche  positions 
were  drauin  down  by  individual  countries  in  the  diFferent 
major  categories.   It  would  seem  that  the  results  of  this 
comparison  ujould  provide  an  indication  of  how  rapi'.Hy 
recipient  coLintrler.  are  Ijkcly  to  draw  doion  allocations 
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of  S.D.R.'s.   This  comparison  is  detailed  in  Tables  19 
and  20. 

FroiTi  ths  relationships  expressed  in  Tobies  19  and 
20  the  existenoB  of  tuio  s ti-ikingly  diffRrcnt  behavior 
patterns  can  be  found.   ThcsB  differances  are  euidi^nt  in 
the  folloi'jing  suniinary  obsRrva  tions: 

1.  Over  34  percent  of  the    Economic  Class  II 
Countries  used  all  of  their  incremental 
gold  tranche  positions  established  in  1959 
within  one  quarter  of  the  date  u;hcn  tficy 
became  effective. 

2.  Over  46  percent  of  the  Economic  Class  II 
Countries  used  all  of  t/ieir  incremental 
gold  tranche  positions  established  in  19G5 
within  one  quarter  of  the  data  when  thoy 
became  effectivs. 

3.  Nona  of  the  Dex/elqzied    Market  Econcmic 
Class  I  Countries^^  used  all  of  their 
gold  tranche  positions  established  in  1959 
or  in  1966  within  one  quarter  of  the  date 
when  the^y  bece.rnn  erfccti-7a. 


States. 


Including  the  United  Kingdom  and  the  United 


SUDIMARY  A  WD  COMCLUSIDWS 

WQst"-though  not  all-'^countries  now  hold  only  a 
fraction  of  their  international  reserves  in  the  forrr.  of 
Qcld.   These  countxies  are  iMilling  to  hold  a  portion  of 
their  reserves  in  the  forr.i  of  short-term  claiins  on  the 
currencies  of  otf'i9r  countries.   This  holding  of  foreign 
exchange  balances  as  international  reserves  "econoi-iizes" 
gold  in  the  sense  that  it  allows  ilie  total  voiurac  of 
international  reserves  to  exceed  the  monetary  vaJue  of  the 
lijcrld's  gold  stoci<. 

The  probleni  ujith  this  arrangeinent  is  that  it  imparts 
an  instability  to  the  international  mcnet&ry  systein,   Thirj 
instability  results  from  the  fact  that  key  currency 
countries  can  i:ia'<e  net  additions  to  the  t>jrld'G  supply  of 
international  reserves  only  if  tt-iey  allow  their  short-term 
liabilities  to  foreigners  to  grow  at  a  faster  rote  than 
their  own  holdings  of  gold  reserves.   Hovjever,  as  the  volurrie 
of  foreign~h8ld  short-terra  liabilities  increases  and  the 
net  reserve  position  of  a  key  currency  country  deteriorates, 
claiip.s  on  the  key  currency  tend  to  becotne  less  acceptable 
as  a  form  in  which  to  hold  international  reserves.   Such 
a  decline  in  acceptability  is  generally  tt:e  result  of 
expectations  that  the  unit  value  of  a  particular  tcey 
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curifincy  luil.l  daclinc  relativf.  to  other  currenciur,  or 
QO.ld.   These  expectations  csn  priunpt  suddefi  and  large- 
scale  shifts  from  key  curroncy  to  key  currency  or  to  gold 
wh.ich  can  disrupt  the  interna tional  monetary  systprri  and 
inttirnntxonal  transactions  in  general.   Even  the  possibility 
that  such  shifts  may  occur  often  results  in  key  currency 
countries  inposing  restrictive  policy  measures  on  their 
doi.iestic  econoniies  and/or  restrictions  on  their  inter- 
national trade  and  exchange  transactions  wtiich  would 
otheviJisB  be  unnecessary, 

Onp  ha>?  only  to  inake  a  brief  rexjxcvi    of  monetary 
history  rron  ttiti  hc-iginnin:!  of  this  century  to  rRalizs  that 
the  problcMV.  associated  with  ths  international  gold- exchange 
standard  have  existed  in  reality  as  vjcll  ari  in  acaderrdc 
reasoning.   These  problems  notvjithstanding,  most  experts 
foresee  a  need  for  future  increases  in  the  levtl  of 
international  reiserves,  and  there  seens  to  be  general 
agreement  that  future  additions  to  the  luorld's  physical 
gold  stock  iJill  not  be  largo  enough  tn  meet  thiis  need.   As 
a  result  of  these  forecasts  and  the  probleMS  associated 
with  the  present  international  monetary  system,  numerous 
proposals  have  been  made  to  modify  or  replace  the  existing 
system.   One  of  these  proposals,  that  nf  creating  a  noi^j 
fiduciary  form  of  interna Lional  reserves  through  the 
International  Monetary  Fund,  ii>  now  boinc  seriously 
considered  far  adoption  by  merters  of  the  I.fil.F". 
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If  these  new  reserves,  called  S.D.R.'s,  are 
created,  they  must  be    allocated  among  different  countries 
before  thay  can  function  as  international  reserves.   On 
the  one  hand  it  is  argued  that  all  countries  should  be 
direct  recipients  of  the  S.D.R.'s.   On  the  other  hand 
it  is  argued  that  the  S.D.R.'s  should  be  directly 
allocated  to  only  the  developed  countries. 

Those  who  take  the  first  position  point  out  that 

it  uuould  be  arbitrary  to  deny  underdeveloped  countries 

direct  allocations  of  S.D.R.'s  because  of  the  difficulties 

involved  in  categorizing  countries.   It  is  further  pointed 

out  that  to  exclude  the  underdeveloped  countries 

.  .  .  would  risk  creating  a  sense  of  discrimi- 
nation which  would  hamper  monetary  co-operation 
and  understanding  and  which  might  well  lead 
to  demand  for  compensation  in  other  ways. 

It  can  also  be  argued  that  the  underdeveloped  countries 

are  relatively  more  dependent  on  world  trade  than  the 

developed  countries  but,  because  their  economies  are  less 

diversified,  they  are  less  capable  of  adapting  to  trade 

fluctuations.   Consequently,  the  underdeveloped  countries 

.  .  .  are  in  urgent  need  of  reserves  to  meet 
temporary  shortfalls  in  export  earnings.   For 
their  current  level  of  reserves  do  not  parrriit 
much  margin  for  adjustment  consistent  yiith 
preserving  planned  groiuth  rates,  in  the  event 
of  unforeseen  fluctuations  in  exports.^ 


B^.S^X-L-S-L-J- he  Study  Group  on  the  Creation  of 
Reserve  Assets,  pp.  '59-60. 

^United  Nations  (TD/b/34)  (196S),  p.  35. 
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The  other  vietu,  that  only  developed  countries 

should  be  direct  recipients  of  the  S.D.R.'s,  recognizes 

the  logic  oF  some  of  the  points  made  in  the  preceding 

paragraph.   It  holds,  however,  that  the  advantages  of  the 

limited  membership  outweigh  its  disadvantages.   It  is 

argued  that  the  S.D.R.'s  must  be  based  on  credit,  and  the 

credit  of  those  who  back  the  S.D.R.'s  must  be  unquestioned. 

"There  must  be  no  room  for  doubt  whether  the  asset  will,  in 

practice,  be  honoured  in  operation  or,  ultimately,  in 

liquidation."    It  is  pointed  out  that  the  S.D.R.'s  which 

mill  be  distributed  to  recipients  will  command  real 

resources,  but  the  initial  recipients  will  not  have  to 

forego  real  resources  in  order  to  earn  the  5,D„R.'s. 

Care  is  therefore  needed  in  establishing  the 
group  in  which  they  are  to  be  used.   A  reserve 
asset  is  characterised  by  the  expectation  that, 
if  it  flows  out,  it  should  ordinarily  be 
reconstituted  in  time. 

Therefore  the  S.D.R.'s 

,  .  ,  should  be  distributed  only  to  countries 
whose  balance  of  paymants  is  likely  to  move 
between  deficit  and  surplus  and  which  are, 
therefore,  able  to  assurne  the  obligations  as 
well  as  the  rights  entailed  in  the  convention 
and  its  working." 

This  paper  takes  the  position  that  both  arguments 

have  relevant  points  and  that  the  allocation  decision 

should  not  ignore  any  of  the  relevant  criteria.   However, 


•^RBport  of  the  Study  Group  on  the  Creation  of 
Reserve  Assets,  p.  '58  7 

^Ibid. ,  p.  59. 

^Ibid. 
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the  analysis  in  this  paper  is  dii^ected  only  to  discovering 
hoij  the  efriciency  oF  the  international  money  system  would 
probably  be    affocted  by  the  direct  allocstion  of  S.D^Rc's 
to  the  underdaualoped  countries c   While  stressing  that 
this  is  not  t!i9  only  TBlevant  criteria  For  the  allocation 
decision;  i !:  is  pointed  out  that  the  sciiievement  of  a 
more  efficient  international  monetary  system  is  a 
significant  and  desirable  objective  given  the  overall  goal 
or    a  more  efficient  allocation  of  world  resources. 

Suppose  the  underdeveloped  countries  would  use 
their  direct  allocations  of  S.D.Ro's  to  add  to  thyir 
stocks  of  international  reserves  and  would  fully  reconat.i  tu  !:•: 
any  losses  in  due  course.   If  this  were  the  case,  the 
direct  allocation  of  S.D.R.'s  to  the  underdevoloped 
countries  would  tend  not  to  lessen,  but  increase  the 
efficiency  of  the  international  monetary  systera  provided 
that  an  overall  increase  in  international  liquidity  is 
desirableo   On  tiic  other  handy  the  underdeveloped  countiies 
might  use  their  direct  allocations  of  S.D.R.'s  ss  a  means 
of  transferring  real  resources  from  deve3oped  countries 
to  themselves  en  a  permanent  basis.   Such  behavior  would 
tend  to  reduce  the  efficiency  of  the  international  monetary 
systein  in  that  it  I'jould  tend  to  result  in  (l)  additional 
restrictions  on  international  trade  and  foreign  exchange 
transactions  J  (2)  additional  inflationary  pj-essures  on 
price  levels  in  the  developed  and  underdeveloped  countries, 
afH"!  (3)  the  S,D»R.'s  becoming  a  less  desirable  form  in 
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which  to  hold  international  rcGerves  relative  to  gold  or 
Uey  cui-rencies  and  subsequent  attempts  by  monetfu-y 
suthoritiRS  to  minimize  tlie  proportion  of  their  inter- 
national reserves  which  are  held  in  the  Torni  of  S.D.R.'s. 

It  iSy  of  course,  impossible  to  predict  with 
cu(rip.li;te  accuracy  uhat  tlie  underdeveloped  countries  would 
do  u.'itfi  direct  allocations  of  S.D.R.'s.   However,  an 
exarr.i nation  of  their  past  behavior  reveals  that,  relative 
to  the  developed  countries,  the  underdeveloped  countries 
have  assigned  what  appear  to  be  significantly  lo'-jer 
priorities  to  the  accumulation  of  international  reserves. 
The  rational  reason  for  accumulating  international 
reserves  is  to  enable  a  country  to  finance  deficits  in 
its  balance  of  payioents;  and^  of  course,  the  larger  a 
country's  holdings  of  reserves  the  better  it  is  prepared 
to  meet  reserve  losses  resulting  from  such  deficits.   It 
therefore  seems  reasonable  that  s  comparison  of  previous 
reserve  holdings  to  previous  reserve  losses  would  ifidicate 
the  degree  to  wliich  a  country  has,  in  the  past,  prepared 
itself  for  such  losseSc   Furthermore,  a  comparison  of 
present  reserve  holdings  to  past  losses  would  seem  to 
indicate  how  well  a  country  is  now  prepared  to  meet  reserve 
losses  of  similar  magnitudes  to  those  which  it  lias  incurred 
in  the  past. 

When  reserve  holdings  were  compared  to  reserve 
losses  for  bothi  dciveloped  and  underdeveloped  countries, 
definite  dif f eremccs  in  the  behavior  patterns  of  the  two 
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groups  of  countries  were  revealed.   Every  comparison 
revealed,  with  very  feiy  e>;ceptioris,  that  the  doveloped 
countries  held  stoclcs  of  reserves  relative  to  their  major 
losses  i-jhich  ujere  tr.uch  larger  than  the  reserve  stocks  held 
by  the  underdeveloped  countries  relative  to  their  major 
past  losses.   In  fact,  the  underdeveloped  countries 
rarely  accumulated  international  reserves  arriounting  to 
more  than  twice  their  major  past  losses. 

A  supplementary  analysis  of  the  previous  use  made 
of  the  International  Monetary  Fund's  drawing  facilities 
revealed  that  many  underdeveloped  countries  have  made 
such  prolonged  and  extensive  use  of  their  drawing  rights 
as  to  transform  this  source  of  supposedly  short-term 
credit  into  a  source  of  long-tern,  if  not  permanent,  aid. 
On  the  other  hand,  the  developed  countries,  with  the 
possible  exception  of  Great  Britain,  have  used  their 
drawing  rights  only  as  a  source  of  short-term  credit. 

In  summary,  this  investigation  revealed  that  in 
the  past  the  underdeveloped  countries  have  placed  far  less 
emphasis  on  the  accumulation  of  international  reserves 
than  on  other  econorriic  goals  relative  to  the  developed 
countri£!Sc   If  these  past  behavior  patterns  can  be 
extrapolated  into  t\ic    future,  they  i-jould  seem  to  indicate 
that  a  major  portion  of  the  underdeveloped  countries  would 
be  likely  to  use  direct  allocations  of  Sj.D.R.'s  as  a  source 
of  long~term  aid.   It  can,  of  course,  be  argued  that  long- 
term  development  aid  should  be  intentiofially  provided  to 
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tliB  uridBi-dGve.lopBci  counti^ies  e.long  uith  a  direct  allocation 
of  S.D.Rv's  GO  that  the  prcssuro  on  the  undordBveloped 
counti'iet:  to  uso  their  reserves  for  developrnent  purposes 
nill  be  lessened.   This  may  be  desircible,  and  if  thie  volume 
of  aid  ijere  large  enough,  a  significant  parameter  ijould  be 
altered  and  so,  perhaps,  would  the  conclusion  of  this 
paper.   However,  the  o-xisting  proposal  to  create  special 
drai'iing  rights  does  not  provide  for  large  amounts  of  long- 
term  aide   It  is,  thioreforo,  the  conclusion  of  this  paper 
that  direct  B.llocations  of  S.D.R.'s  would  tend  to  lessen 
the  efficiency  of  the  international  monetary  system. 
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